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MULTILATERAL TRADE NEGOTIATIONS

WEDNESDAY, APRIL 4, 1979

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

SUBCOMMITTEE ON INTERNATIONAL FINANCE,
Washington, D.C.

The subcommittee met at 10:20 a.m., in room 5302 of the Dirkswn
Senate Office Building, Senator Stevenson (chairman of the sub-
committee) presiding.

Present: Senators Stevenson, Morgan, and Tsongas.
Senator STEVENSON. The subcommittee will come to order.
This morning we begin hearings on the implications of the Tokyo

Round agreements for U.S. exports. Our first witness is Ambassa-
dor McDonald, Deputy Special Trade Representative.

I welcome you, sir. If you would like, I would be happy to enter
your full statement in the record.

STATEMENT OF ALONZO L. McDONALD, DEPUTY SPECIAL REP-
RESENTATIVE FOR TRADE NEGOTIATIONS, WASHINGTON,
D.C., ACCOMPANIED BY MICHAEL ROWNY
Mr. MCDONALD. Thank you very much, Mr. Chairman. I will

take less than 10 minutes, I hope, in covering the major points
here from my statement that I would like to be sure are included
for the benefit of your subcommittee.

It is a pleasure for me to have this opportunity to meet with this
subcommittee to discuss the implications of the Tokyo Round
agreements on U.S. exports. I am especially glad to be meeting
with you at a time when we are in the final days of the negotia-
tions in Geneva. As a matter of fact, I will be back in that city next
week for what I hope will be the closeout sessions and signing of
the completed package.

Some intensive negotiations will take place during these final
days. In spite of that, I am reasonably confident that we will come
to an overall understanding with our negotiating partners and that
the package will be presented to the Congress shortly thereafter.

This subcommittee and the Congress in general are deeply inter-
ested, and rightfully so, in the implications of the Tokyo Round
agreements for the U.S. economy. In my view, the implications are
overwhelmingly positive. I believe that the Tokyo Round results
are potentially the most significant development in international
trade since the establishment of the GAIT over 30 years ago. The
United States can look forward tc important benefits, both short
and long term, including major new opportunities for export
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growth across a wide spectrum of our industrial and agricultural
sectors.

Although still falling short of our needs, exports have been one
of the more dynamic sectors of our economy over the past decade, a
fact too little appreciated in these difficult times. Between 1970
and 1978 exports grew twice as fast as our overall economy, by
some 230 percent compared to 114 percent growth in total GNP.

Between 1971 and 1976, while total manufacturing employment
remained approximately level at 19 million, manufacturing jobs
related to exports rose by 900,000 or by some 60 percent.

In other words, without the stimulus of exports during this
decade we would have lost a very substantial number of manufac-
turing jobs in this country.

The Tokyo Round benefits, however, will not coie automatically,
and I need to underline this point.

They represent opportunities that we must work to realize. With
adequate Government help and encouragement, it will be primarily
up to individual entrepreneurs in large companies and small to
take advantage of these opportunities.

At the same time it will be the responsibility of our Government
to exercise our rights under these new trade agreements, and to
point the way to create conditions to help American firms move
aggressively in the export field.

In my view, it is essential that this country become more export-
minded.

Our large trade deficits in recent years have had a number of
negative effects. They have weakened the dollar; they have added
to inflationary pressures; they have shaken confidence at home in
our ability to compete, and I can assure you from my special
vantage point as the head of our negotiating team in Geneva, they
have affected the confidence of our trading partners in our ability
as a nation to lead.

Yet, lead we must. Our experience at the negotiating table in
Geneva underlines this obligation. In economic affairs, the world
still looks to the United States to serve as the model for others to
follow and by its policy initiatives to serve as a nucleus for positive
action.

I am personally very appreciative of the important work under-
taken by this subcommittee aimed at strengthening our national
commitment to exports. The recommendations of this subcommit-
tee are encouraging for those of us in the front lines of trade
representation. Clearly, they merit careful attention and study,
and I hope will help point the way for a major improvement in our
trade approaches and performance. Effective measures on the
export side of the trade equation and measures to reduce disincen-
tives to exports must be an integral part of our overall trade policy.

It may be useful to give you a brief overview, Mr. Chairman and
members of the subcommittee, of the Tokyo Round results and
some indications on timing as ,vell as our thoughts at this point on
the new opportunities to be created by the agreements. I note your
particular interest in the possible effects of the code on subsidies,
and I would like to make some comments about that as well.

First of all, the results of the Tokyo Round package. The full
package includes the following elements:
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(1) a series of nontariff measure codes and agreements on how
trade will be conducted in a series of key sectors;

(2) a substantial agricultural package;
(3) an important liberalizing step in industrial tariff reductions;

and
(4) a framework of understanding to modernize and improve the

operation of the international trading system through the GATT.
First, the keystone of the Tokyo Round is a series of precedent-

setting solutions, we believe, in the form of codes of conduct in
nontariff areas of domestic policy heretofore considered sacrosanct
domains of individual governments. Increasingly we find that a
number of these nontariff barriers are primary forces distorting
trade flows to the detriment of U.S. exporters.

These areas include nonmilitary government purchasing, product
standards, government subsidies, customs valuation, licensing and
treatment of counterfeit goods.

In addition, agreements on aerospace, steel, meat and dairy will
provide additional benefits to the United States.

To cite only one example, the gains in export markets that will
accrue to the United States from the government procurement
code will likely be regarded over time as one of the m jor successes
of the Tokyo Round.

The potential gains are large even in the short term, and they
lay a sound foundation for continuing progress in the future.

We will open up a market potential of over $20 billion for U.S.
producers in markets where we have been systematically excluded
in the past.

We anticipate that the code will increase U.S. exports in the next
3 to 5 years by between $1.3 and $2.3 billion annually and U.S.
imports by only $350 millon or a net export gain of between $1 and
$2 billion.

We also expect an estimated net gain in job opportunities based
on this code of between 50,000 and 100,000.

These estimates are deliberately, we believe, on the conservative
side. We prefer to outperform than to outpromise. A number of
factors will likely work in our favor to increase the net benefits of
this code over time. At the present time foreign government pro-
curement markets are virtually closed to the United States, where-
as our market, as you know, is relatively open.

While the United States applies a 6- to 12-percent preference
margin in favor of domestic producers and a 50-percent preference
for some DOD purchases, U.S. law requires open bidding proce-
dures and information.

We believe that the movement toward more open and transpar-
ent procedures abroad as a result of the code will bring additional,
as yet unquantifiable, benefits to this country.

Also, the U.S. share of imports in likely signatory countries is
quite high and the United States is an efficient producer of many
of the goods likely to be purchased by the government entities to
be covered by the code in those countries.

In the customs valuation code we have simplified and made more
uniform national valuation systems and have thus reduced the
possibilities of manipulation.
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While it would be difficult to assess the code in quantitative
terms, I am confident that it will be a major factor in opening up
foreign markets to U.S. exporters.

Turning again to product standards, the third one of the codes,
we have established a framework which should significantly reduce
the possibility that standards will be defined and applied in dis-
criminatory ways to keep out American exports.

The dispute settlement mechanisms contained in the code will,
for the first time, put in place agreed procedures for resolving
controversies as to whether individual standards are legitimate
attempts to protect public health, safety, and product quality or are
simply subterfuges for trade restrictions.

The standards code is also very difficult to quantify, but STR has
received complaints about foreign product standards whose annual
total export value exceeds $10 billion. The enormous magnitude of
the export value involved is an indication of the potential universe
of direct benefits for the United States.

The code on subsidies is another major area of benefit fori this
country because, for the first time, it makes a concerted approach
to some of the more inaccessible subsidy practices employed by
foreign governments. At the same time, it does not seriously effect
U.S. ability to adopt likely new programs to meet foreign competi-
tion. In fact, renewed emphasis on the importance of exports led
President Carter to announce a first major step in his export
promotion program last September.

The subsidies code contains tough new provisions setting out
what governments cannot do in the subsidy field.

All governments are prohibited from direct export subsidies on
industrial products. This applies to all existing export subsidy prac-
tices as well as prohibiting future export subsidy schemes.

Furthermore, governments will be forced for the first time to
take into account new disciplines on domestic subsidies, a subject
that previously has not been actively considered within the GATT.

Of particular importance to the United States, governments also
agree that agricultural subsidies cannot be used to gain undue
shares of third-country markets or to materially undercut prices.
This was one of our top priorities during the course of the agricul-
tural negotiations.

On the other hand, your negotiators have carefully made sure
that the subsidies code does not affect the status of the DISC tax
program. Eximbank activities are not restricted. We would not be
prevented from passing legislation facilitating the formation of
U.S. export trading companies.

In short, the code provides important new guarantees for us
without jeopardizing our own important rights and thus constitutes
one of the major Tokyo Round benefits to this country.

The agricultural component of the package will provide many
benefits to U.S. exporters and related enterprises such as transpor-
tation, processing, distribution, and retailing.

Agricultural exports in 1978 amounted to $29.4 billion, more
than four times as great as in 1968, and provided a positive contri-
bution to our balance of payments of $14.6 billion.

That represents about one-fifth of all U.S. exports and accounts
for over 1 million jobs, on and off the farm.
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That impressive performance would have been even better in the
absence of increasing protectionism in world agricultural markets.

The Tokyo Round, we believe, will mark a major step in our
efforts to free up markets and to give the forces of supply and
demand a chance to operate.

Also in the agricultural area, we received specific product conces-
sions covering some $3.8 billion in U.S. agricultural exports (1976
basis) in all of our important markets. This figure is a rough
estimate of what the concessions are worth in yesterday's values.
They are already worth much more to us today, and the figures do
not begin to indicate the potential worth of these concessions in the
future.

The other major element of the negotiations, industrial tariff
reductions, offers new opportunities in literally thousands of prod-
uct areas. While the average overall depth of cut among major
participants will likely be in the neighborhood of 30 to 35 percent,
many deeper reductions have also been negotiated.

The overall impact of the Tokyo Round agreement should be
examined from a number of aspects. With regard to the overall
employment effects, studies thus far available tend to suggest that
the impact of industrial tariff cuts, for example, would be negligi-
ble in view of the size of total U.S. employment (over 92 million at
the end of 1977), and in light of the 8-year staging of tariff reduc-
tions.

I should say that to make sure we were avoiding any immediate
disruptions that could have dire political, economic or social conse-
quences, the staging of tariff reductions in the Tokyo Round has
deliberately been paced over a longer period of time than any of
our previous negotiating rounds.

All of these earlier studies that have indicated the impact of this
round, particularly with respect to the favorable rate of employ-
ment for the U.S., should be regarded strictly as preliminary and
indicative in character. They assumed an overall cut of about 50
percent or more.

As those very closely watching the negotiations from the Con-
gress have seen, we have departed significantly from that, taking
particular care to concern ourselves with those more sensitive
areas and sensitive industries in our economy.

Also, one should note that the recent CBO study contains some
helpful analyses.

It reflects clearly our original going-in position calling for a 50-
percent tariff reduction.

I can assure you from a negotiator's perspective that report was
particularly reassuring, since we have been modifying significantly
our initial offer in line with some of the concerns pointed out in
that report and those expressed by the private sector and by the
Congress.

I think one final comment, an important caveat, must be insert-
ed at this point regarding any attempt to quantify the results of
the Tokyo Round, whether we refer to tariff reductions or to the
effects of nontariff measure codes.

There are simply too many elements involved.
Based on my some 20 to 25 years' experience in the private

sector prior to assuming this responsibility, I believe that the varia-
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bles are too complex to come up with any definitive figures that I
would consider to be authentic.

In addition, we should know that other factors such as tax incen-
tives and the basic trading policies of governments, may be more
important than what we have negotiated in this round in determin-
ing our overall opportunity.

Mr. Chairman, I think that covers my major points from the
statement that I wanted to particularly point out at the beginning.

I would like to thank you again for this opportunity to appear,
and I will be happy to deal with any questions that you or the
members of the subcommittee may have.

[Complete statement follows:]

STATEMENT OF AMBASSADOR ALONZO L. MCDONALD, DEPUTY SPECIAL TRADE
REPRESENTATIVE

Mr. Chairman and Members of the Subcommittee: It is a pleasure for me to have
this opportunity to meet with this Subcommittee to discuss the implications of the
Tokyo Round agreements on U.S. exports. I am especially glad to be meeting with
you at a time when we are in the final days of the negotiations in Geneva. As a
matter of fact, I will be back in that city next week for what I hope will be the close
out sessions and signing of the completed package. Some intensive negotiations will
take place during these final days, but I am reasonably confident that we will come
to an overall understanding with our negotiating partners and that the package will
be presented to the Congress shortly thereafter.

This Subcommittee and the Congress in general are deeply interested, and right-
fully so, in the implications of the of the Tokyo Round agreements for the United
States economy. In my view, the implications are overwhelmingly positive. I believe
that the Tokyo Round results are potentially the most significant development in
international trade since the establishment of the GATT over 30 years ago. The
United State, can look forward to important benefits, both short and long term,
including major new opportunities for export growth across a wide spectrum of our
industrial and agricultural sectors.

Although still falling far short of our needs, exports have been one of the most
dynamic sectors of our economy, a fact too little appreciated in these difficult times.
Between 1970 and 1978 exports grew twice as fast as our overall economy, by 230
percent compared to 114 percent growth in total GNP. Between 1971 and 1976,
while total manufacturing employment remained approximately level at 19 million,
manufacturing jobs related to exports rose by 900,000 or by 60 percent. In other
words, without the stimulus of exports, we would have lost a very., substantial
number of jobs in this country.

The Tokyo Round benefits, however, will not come automatically. They represent
opportunities that we must work to realize. With adequate government help and
encouragement, it will be primarily up to individual entrepreneurs in large compa-
nies and small to take advantage of them. At the same time it will be the responsi-
bility of our government to exercise our rights under t0 ase new trade agreements,
and to point the way, to create conditions to help American firms move aggesssively
in the export field.

In my view, it is essential that this country become more export-oriented. Out
large trade deficits in recent years have had a number of negative effects. They
have weakened the dollar; they have added to inflationary pressures; they have
shaken confidence at home in our ability to compete and they have affected the
confidence of our trading partners in our ability as a nation to lead. Yet, lead we
must. Our experience at the negotiating table-in Geneva underlines this obligation.
In economic affairs, the ,"orld looks to the United States to serve as the model for
others to follow and by its policy initiatives to serve as a nucleus fur positive action.

I am personally very appreciative of the important work undertaken by this
Subcommittee aimed at strengthening our national commitment to exports. The
recommendations of this Subcommittee are encouraging for those of us in the front
lines of trade representation. Thereby they merit careful attention and study, and I
hope will help point the way for a major uniprovement in our trade approaches and
performance. Effective measures on the export side of the trade equation and
measures to reduce disincentives to exports must be an integral part of our overall
trade policy.
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It may be useful to give you a brief overview of the Tokyo Round results and some
indications on timing as well as our thoughts at this point on the new opportunities
to be created by the agreements. I note your particular interest in the possible
effects of the code on subsidies, and I would like to make some comments about that
as well.

The Tokyo Round package
The full package includes the following elements: (1) a series of nontariff measure

codes and agreements on how trade will be conducted in a series of key sectors; (2) a
substantial agricultural package; (3) an important liberalizing step in industrial
tariff reductions; and (4) a framework of understanding to modernize and improve
the operation of the international trading system through the GATT.

First, there is a series of precedent-setting solutions in the form of codes of
conduct in nontariff areas of domestic policy heretofore considered sacrosanct do-
mains of individual governments. Increasingly we find that a number of these
nontariff barriers are primary forces distorting trade flows to the detriment of U.S.
exporters. These areas include nonmilitary government purchasing, product stand-
ards, government subsidies, customs valuation, licensing and treatment of counter-
feit goods. In addition, agreements on aerospace, steel, meat and dairy will provide
additional benefits to the United States.

To cite one example, the grains in export markets that will accrue to the United
States from the government procurement code will likely be regarded as one of the
major successes of the Tokyo Round. The potential gains are large in the short-term,
and they lay a sound foundation for continuing progress in the future. We will open
up a market potential of over $20 billion for U.S. producers in markets where we
have been systematically excluded in the past. We anticipate that the code will
increase U.S. exports in the next three to five years by between $1.34 and $2.34
billion annually and U.S. imports by only $0.34 billion, or a net export gain of
between $1 and $2 billion. We also expect an estimated net gain in job opportunities
based on this code of between 50,000 and 100,000.

These estimates are deliberately on the conservative side. We prefer to outper-
form than to outpromise. A number of factors will likely work in our favor to
increase the net benefits over time. At the present time foreign government pro-
curement markets are virtually closed to the United States, whereas our market, as
you know, is relatively open.

While the United States applies a 6 to 12 percent preference margin in favor of
domestic producers and a 50 percent preference for some DOD purcha-,es, U.S. law
requires open bidding procedures and information. We believe that the movement
toward more open and transparent procedures abroad as a result of the code will
bring additional, as yet unquantifiable, benefits to this country. Also, the U.S. share
of imports in likely signatory countries is quite high and the United States is al
efficient producer of many of the goods likely to be purchased by the government
entities to be covered by the code in those countries. Thus, we will be building on
our good reputation in areas where we have demonstrated a continuing ability to
compete. And one final observation, state interventionism is growing rather than
decreasing overseas. Many of the production activities which we in the United
States consider to be the proper domain of the private sector have tended to become
state-owned or controlled activities in many of our trading partners. This represents
a major gap between our economic systems. This is a serious problem for a free
enterprise economy and one which goes far beyond the confines of this particular
code. But regarding government procurement practices, to the extent that the code
reduces discrimination against foreign sourcing of goods, we will have struck a solid
blow for free enterprise.

In the customs valuation code we have simplified and made more uniform nation-
al valuation systems and have thus reduced the possibilities of manipulation. While
it would be difficult to assess the code in quantitative terms, I am confident that it
will be a major factor in opening up foreign markets to U.S. exporters. This is only
partly suggested by the fact that STR has received complaints about foreign valua-
tion practices covering a wide range of products with a total export value exceeding
$1.2 billion of our exports per year. It is also reflected by the tenaciousness with
which some of our major trading partners have tried to retain subjective valuation
techniques. Aside from eliminating arbitrary foreign practices such as uplifts, the
customs valuation code is also an insurance policy for the future. With the further
reduction of tariffs in the Tokyo Round to the point where they are no longer
prohibitive in inost instances, the incentive to use artificial customs valuation
procedures as protective devices would be increased in the absence of this new
discipline.



8

In the case of product standards, we have established a framework which should
significantly reduce the possibility that standards will be defined and applied in
discriminatory ways to keep out American exports. 'The dispute settlement mecha-
nisms contained in the code will, for the first time, put in place agreed procedures
for resolving controversies as to whether individual standards are legitimate at-
tempts to protect public health, safety and product quality or are subterfuges for
trade restrictions.

The standards code is also very difficult to quantify, but STR has received com-
plaints about foreign product standards whose annual total export value exceeds $10
billion. The enormous magnitude of the export value involved is an indication of the
potential universe of direct benefits for the United States.

The code on subsidies is another major area of benefit for this country because,
for the first time, it makes a concerted approach to some of the more inaccessible
subsidy practices employsd by foreign governments. At the same time, it does not
seriously affect U.S. ability to adopt likely new programs to meet fcreign competi-
tion. In fact, renewed emphasis on the importance of exports led President Carter to
announce a final major step in his export promotion program last September.

The subsidies code contains tough new provisions setting out what governments
cannot do in the subsidy field. All governments are prohibited from direct export
subsidies on industrial products. This applies to all existing export subsidy practices
as well as prohibiting future export subsidy schemes. Furthermore, governments
will be forced for the first time to take into account new disciplines on domestic
subsidies. Of particular importance to the United States, governments also agree
that agricuitural subsidies cannot be used to gain undue shares of third country
markets or to materially undercut prices.

On the other hand, your negotiators have carefully made sure that the subsidies
code does not affect the status of the DISC tax program. Ex-Im Bank activities are
not restricted. We would not be prevented from passing legislation facilitating the
formation of U.S. export trading companies. In short, the code provwdes important
new guarantees for us without jeopardizing our own important rights and thus
constitutes one of the major Tokyo Round benefits to this country.

The agricultural component of the package will provide many benefits to U.S.
exporters al:d related enterprises buch as transportation, processing, distribution
and retailing. Agricultula! exports in 1978 amounted to $29.4 billion, more than
four times as great as in 1968, and provided a positive contribution to our balance of
payments of $14.6 billion. That represents about one-fifth of all U.S. exports and
accounts for over one million jobs, on and off the farm.

That impressive performance -vould have been even better in the absence of
increasing protectionism in world agricultural markets. The Tokyo Round will mark
a major step in our efforts to free up markets and tU give the forces of supply and
demand a chance to operate once again.

We received specific product concessions covering some $3.8 billi,'n in U.S. agri-
cultural ex.prts (1976 basis) in all of our important markets. This figure is a rough
estimate of what the concessions r-e worth in yesterday's values. They are already
worth much more 'o us today, and the figures do not begin to indicate the potential
worth of these concessions in the future. To illustrate, during the Dillion Round of
trade negotiations in the early 1960's, the United States obtained a duty-free bird-
ing on soybeans from the European Community covering only $750 million in U.S.
soybean exports. Today we export over $2.5 billion annually to the EC thanks to
that conc sion. Our Tokyo Round beef concession from Japan alone should produce
more than $125 million in annual export trade and that is only the beginning.

The other major element of the negotiations, industrial tariff reductions, offers
new opportunities in literally thousands of product areas. While the average overall
depth of cut among major participants will likely be in the neighbor-hood of 30 to 35
percent, many deeper reductions have also been negotiated.

Overall impact
The overall impact of the Tokyo Round agreement should be examined from a

number of sepects. With regard to the overall employment effects, studies thus far
available tend to suggest that the impact of industrial tariff cuts, for example,
would be negligible in view of the size of total U.S. employment (over 92 million at
the end of 1977), and in light of the eight-year staging of tariff reductions.

A number of studies several years ago addressed themselves to the impact of
tariff cuts averaging between 45 and 60 percent. They showed gains of job opportu-
nities in most cases. A Brookings study calculated that the new change would
amount to a net increase of some 80,000 jobs. A study by Deardorff-Stern put the
figure at a gain of 153,000 jobs. A Labor Department study projected a 41,000 job
increase. A study by Baldwin suggested a net loss of 27,000 jobs.
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All of these earlier studies should be regarded strictly as preliminary and indica-
tive in. character. They assumed a depth of cut of about 45 percent or more and a
tariff-cutting formula of general application. The actual result will be closer to 30
percent, so that the employment effects iWill be somewhat smaller than suggested by
the above figures, but we believe they should be favorable.

The recent CBO study contains some helpful analyses. It reflects clearly our
original going-in position calling for a 50 percent tariff reduction. That report was
particularly reassuring to us at the negotiating table since our initial offer has been
modified significantly during the course of the negotiations to take into account the
possible imbalances that report pointed out and the concerns expressed by the
private sector and by Congress.

An important caveat must be inserted at this point regarding any attempt to
quantify the results of the Tokyo Round, whether we refer to tariff reductions or to
the effects of nontariff measure codes. First of all, the issues involved are far too
complex to lend themselves to easy quantitatitre analysis. But more important, the
Tokyo Round result cannot be isolated from many other elements affecting employ-
ment. Tax policies and government incentives for investment could have a far
greater impact, to name just two factors. In short, the Tokyo Round will not by
itself change the world, but it will inake it mote rewarding, fairer and more certain
for those who are willing to make the effort.

Looked at from a slightly different angle, that of new export opportunities, the
benefits from the negotiations should be spread throughout the economy. Our more
dynamic, export-oriented industries with proven track records, such as machinery,
chemicals, aircraft, computers, textile mill products and others will doubtlressly seize
quickly the new opportunitie presented to them.

In those few cases where the impact may be less positive it is the responsibility of
government, in my view, to improve domestic procedures and adjustment assistance
programs to mitigate any negative effects. I am pleased that the Administration and
the Congress are working together in this area as a part of the implementing
legislation. Cutting the time for action on a subsidies complaint from 12 to four
months, as we have proposed, for example, is an important contribution to a smooth
adaptation to the change negotiated.

In examining the impact of the Tokyo Round in the short-term as opposed to the
long-term we can distinguish two types of benefits. In the short run, we will detect a
new atmosphere for doing business abroad. Without a positive Tokyo Round result,
the future would be bleak indeed. Countries would be channeling their energies
more at avoiding trade with one another than with facilitating and expanding
commercial exchanges. We would enter a period of constant confrontation and the
tedious lost man years of adjudication and conflict. At this time of shared responsi-
bilities and common problems, the world simply cannot afford that type of trading
environment. Nor can it afford to add to today's enormous economic uncertainties a
complete shadow across the scene $1.3 trillion in annual international trade.

A successful Tokyo Round will do more in the short run and in the long term as
well, to forestall protectionism than any other program I could imagine.

The result itself will not create any new long run structural problems, nor g;ill it
stop any structural changes now underway. At most it may slightly accelerate the
ongoing process of change and rejuvenation that are essential elements of a compet-
itive economy. I offer no apology for that. Innovation, dynamism and competition
are the lifeblood of the American economy, but they do not thrive if entrepreneuer-
ial energy and ambition are drained out of the system. Governments have repeated-
ly shown that they cannot reverse the underlying process of economic change, nor
should they attempt to do so. Like it or not, the conditions of the 1960's are part of
our national past; economic uncertainly will likely be the rule rather than the
exception for the foreseeable future. A successful Tokyo Round can serve as a
critical stabilizing factor in the years ahead.

Mr. Chairman, this concludes my statement. I would be pleased to answer any
questions you or ol he, members of the Subcommittee may have.

Senator STEVWNPON. Thank you, Ambassador, your statement is
encouraging and reassuring. The full statement will be entered
into the record. I think you and Ambassador Strauss are to be
commended for your work in these difficult negotiations. I hope we
can carry it on here in the Congress.

I thank you also for delivering the Ambassador's response to my
most recent letter, and in a moment, I will enter it in the record.
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But as you point out, there are many factors involved. We have
made the same point in the subcommittee report to which you
referred at the opening of your statement. My concern is that the
successful conclusion of these negotiations will reduce nontariff
barriers. Tariff barriers are also coming down. And the competition
will then shift to the export promotion side.

I think this is what you were getting at towards the end of your
statement. Nations will still remain heavily dependent on imports
including increasingly expensive imports of fuel and will continue
to have every incentive to fight for the world's markets with every-
thing that they have available to them. More and more countries
are coming onstream, including LDC's, combining high technology,
low resource and labor costs, and aggressive marketing.

Taiwan is now exporting television sets and steel to Japan. So,
with our responsibility for exports and the concern about the shift-
ing nature of the competition, we have been particularly concer ted
about the effect of these negotiations on export subsidies, and the
risk that the export subsidies and other support for foreign compet-
itors will continue, and ours will either be prohibited, or we will be
prevented from adopting them in the first instance.

I wrote Ambassador Strau.ss concerning a rumor that I heard,
which was that certain export subsidies might get grandfathered in
foreign countries, but be prohibited for our own, ar.- raised with
him illustratively the case of trading companies, not that those are
subsidies. But they might be.

He has now written, saying that the codes will not prevent the
United States from authorizing the creation of trading companies
which hopefully could then compete with the trading companies of
other countries including the Japanese.

As I think you know, our subcommittee report recommends that
the United States approve the creation of such companies in order
to represent competing product lines and small industries as well
as large in all parts of the world.

To do that, we must grant trading companies some tax exemp-
tions, for example, deferral of taxes on foreign earned income until
it is repatriated. We would like to go beyond that to grant them
some special considerations for their startup cost, just to help them
get started.

Do you think tax incentives for new trading companies in the
United States would be prohibited?

Mr. MCDONALD. I think that they will have to be carefully
worked out, Mr. Chairman. But I believe most of the elements that
you referred to can be accommodated within the range of the code.

As a matter of fact, in Geneva, we watched carefully the hear-
ings conducted by this subcommittee as well as some of the other
interested committees on the Hill, and I think you might be inter-
ested in some of the guidelines we used at the negotiation table in
terms of trying to preserve for ourselves as much latitude as we
thought would be reasonable.

If I may, sir, I will summarize some of those, because I think
they would be of interest.

Senator STEVENSON. Please.
Mr. McDONALD. Here are some of the things that within the

framework of our subsidies code, the way it is negotiated, we can
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do. I am not suggesting these are necessarily controlling factors,
nor should they necessarily be done.

But what our concern was as negotiators was make sure the
choice was ours and we have not preempted by our international
commitments from doing what we felt domestically would be in our
best interests.

But, for example, in the area of export credits and guarantees,
these can be provided and these can certainly be expanded within
the framework of the gentlemen's agreement within the OECD. We
have nothing that would prohibit that agreement from either
changing or increasing.

As a matter of fact, I think we are at complete liberty to detc_-
mine what would be the appropriate level of export credits to give
to our entities and that is one of the elements I know your subcom-
mittee had been concerned with.

Senator STEVENSON. Let me interrupt, if I may, as you go along.
Mr. MCDONALD. Please.
Senator STEVENSON. Does that statement refer to CCC credits for

agricultural exports as well as exemption for nonagricultural ex-
ports?

Mr. MCDONALD. Yes, it does, Mr. Chairman. Although, as I indi-
cated, I believe, earlier to the committee, our review of competitive
situations indicates within our CCC we may be even closer to
providing an appropriate solution than we are on the industrial
side, but that is still a question deserving your review.

Senator STEVENSON. But CCC will not be adversely affected?
Mr. MCDONALD. That is true.
Senator STEVENSON. Thank you.
Mr. McDoNALD. The second I might mention concerns export

promotion activities. I think we are free to provide whatever rea-
sonable help we think appropriate, administrative assistance to
exporters, information on foreign market, information on bids,
translation activities and the other normal support activities that
we might think would be appropriate for the launching of new
activities or for the encouragement of a broader base of American
business to take a first step into the international area.

I might also say just in passing, this is a bit of a tangent from
my direct response to your earlier question, one of the major
elements we consider to be important in the whole series of codes
deals with a higher level of certainty in terms of what the rules of
the game are going to be.

In my earlier private enterprise experiences, one of the difficul-
ties of embarking on an export program was the high risk and
uncertainty related to that high risk. It is very hard to calculate.
We are hopeful that some of the elements of those risks will be
laced into a better framework of certainty that would be useful to
us.

A third element in which we can take whatever actions we think
are important, and one that is of great concern to you and mem-
bers of the subcommittee, is in the relaxation of disincentives to
exports. We know really of no limits that would be involved there.
Those c('lld involve such things as you mentioned in your commit-
tee report. We see no restrictions that would bother us domestical-
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ly from proceeding in that direction in whichever way the Congress
and the decisionmakers determine is appropriate.

Next is deferral of tax on earnings from sales operations based
overseas to provide treatment equal to manufacturing operations
abroad. Again, there is a differentiation between our and foreign
practices. That would be another opportunity open to us if it ap-
peared appropriate, without violating our international obligations.

Next we could refund many of the so-called indirect taxes that
might be now existent in our economy or might later be consid-
ered.

Senator STEVENSON. Value added?
Mr. McDONALD. Exactly. One of the statements that, following

consultations with members of the Finance Committee and others
from the House who were visiting in Geneva that I particularly
made at their request was that the United States reserved all its
options to look at those without any obligation for compensation
later on. Although legally they are permissible in the GATT, we
consider they do have a distorting effect o0', Lide. If we chose at
some point in time to equalize that situatiu:on, whether for trade
reasons or for other reasons, we would consider that that would be
our just due. So our latitude is wide open on .l. t score.

Further, any generalized incentives, Mr. i} ,airman, that are not
specifically aimed for exports themselves, but really contribute to
the dynamism, competitive stature, the strength of our industrial
base, would be entirely permitted.

Such things as accelerated depreciation, incentives for new capi-
tal investment, tax or other incentives for productivity increases,
incentives for research and development, another item touched on
in your committee report. Consequently, we think that, again, our
latitude is quite wide.

Finally, one should mention liberalized tax treatment for repre-
sentatives of the U.S. firms resident overseas. One should note just
in passing tnat our treatment in our tax situation of individuals
residing abroad is considerably different from that of o her coun-
tries who tend to tax on the basis of residence rather than on the
point of citizenship.

Just as an illustration, our United Kingdom friends, for example,
seek opportunities for overseas assignments, even of short duration,
because their earnings while on those commercial endeavors are
exempt from their domestic high rate.

Consequently, one of the things that I think the Congress is
already doing and we would certainly want to make sure, is that
we have a reasonable representation of the American ecomonic
society in residence abroad. We have suffered some cutbacks in
that area within the last few years as your subcommittee is well
aware. We hope it has not moved below the danger point. But it is
an issue of concern to those predominantly involved in exortiug
and international business.

The things we cannot do on the other side of the question, as I
mentioned in my statement, Mr. Chairman, are to provide direct
tax incentives for export efforts.

Senator STEVENSON. That will pick up--
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Mr. MCDONALD. Those are prohibited. We have made a special
exemption, DISC. We felt we would have enough problems without
undertaking that struggle.

The administration's position is quite clear on DISC. AX a result
of the negotiation, the United States is free to handle that our-
selves. Its status has not been changed at all by the negotiation of
the code.

Senator STEVENSON. You say there is a prohibition against these
direct tax subsidies, if that is the right word, for the export sector,
but not for DISC.

How do you do that? Is DISC just grandfathered in?
Mr. MCDONALJ. We in special notes to the code reserve the

status of the DISC, as it is, by mutual agreement with our negotiat-
ing partners.

If we did not have the DISC at this point in t.,ne, under the
normal provisions of the code and had we not in effect grandfath-
ered it, it would be ineligible to be considered under our interna-
tional agreements.

Senator STEVENSON. CoulI you enlarge upon what you said earli-
er about the procurement code, and with specific reference to
Japan?

I was under the impression that our negotiations with respect to
Japanese Government procurement had not been successful.

Mr. MCDONALD. We have come right to the final line of a possi-
ble agreement, Mr. Chairman.

That may or may not take place at this point. We have insisted
the Japanese include in their coverage their telecommunications
systems.

Our telecommunications systems are generally open to their
products, and they have known and realized quite an important
inroad within the last 2 or 3 years. As in the normal course of
events, our industry has been opened up more to outside competi-
tion.

Theirs has been traditionally closed to us. We said this was
simply an imbalance we could not accept, and we would prefer to
exclude Japan entirely from participation in the Government pro-
curement code unless we can find an adequate solution to the
coverage problem.

We are still working on that at the negotiating table, but at this
point in time, we have broken off negotiations until they can
reconsider their offer.

We think that we have an unfair balance as it presently stands.
We would prefer, therefore, to exclude Japan entirely from

access to our Government procurement activities unless we can be
assured that we have what we believe is an equal and fair opportu-
nity on their side.

Senator STEVENSON. Wouldn't the Japanese Government procure-
ment practices violate the new code on Government procurement?

Mr. MCDONALD. They will, unless modified, Mr. Chairman. This
is one reason that has been a very tough negotiation with the
Japanese all along.

We have a question of changes in their procedures, we have
questions of changes in their normal practices, we have questions
of single-tendering practices that the Japanese have followed.

44-398 0 - 79 - 2



14

And then we have the last point dealing with the actual coverage
itself. Even under the best conditions, Mr. Chairman, we would
anticipate a difficult time entering that market. We certainly,
therefore, cannot afford to make an arrangement in which we
think we would start, at an unfair advantage.

Senator STEVENSON. Now, it has been said and will be said that
we are the good guys, we will comply with the spirit and the letter
of these codes, but other countries will not. We don't have all of
their export supports. We will be prevented from catching up.

They will continue to resort to every trick and device in the book
to beat us in the world. Especially in the LDC's, the advanced
LDC's, and consequently, we are going to lose out.

How do you reply to that complaint?
Mr. McDONALD. Mr. Chairman, I think that is a real threat. I

think that does not have to happen.
Within the scope of the international negotiations, we can do

something about it. It is the intention of our Government to do so.
We cannot handle that passively, however. It is going to take a

much more active stance in our trade relationships than has been
traditionally our practice.

From the negotiating perspective, let me mention one or two
things that will assist us if we have the will to pursue our rights in
the trade area.

One is an element included in the program of modernization of
the GAIT in the trading system dealing with dispute settlements.

We have a vastly improved and reinforced dispute settlement
mechanism in which we can bring for objective view before a
multilateral group, individual disputes and complaints that we
might have.

This is a far more active processs than the GATT has even
known. It was one that was negotiated long and hard against some
resistance of a pretty intense kind, from countries who deal more
in closed administrative procedures rather than open strtutory
processes similar to our own.

But we are pleased to say that we have instituted as a part of
each of these nontariff measure codes, and also as a part of the
improvements in the appeals to the GATT under articles 22 and 23,
a much imDroved and accelerated dispute settlement mechanism.

For example, guaranteed right to an objective panel; a require-
ment for that panel to take a point of view; very limited time
periods in which they must act so that the GATT does not become
simply an infinite debating society in which disputes last for years
and finally wear out simply by longevity of debate rather than
resolution of the issue.

Consequently, we see the mechanism now being put in place for
the United States and for others who are interested in preserving
and insuring their rights to take a far more aggressive view.

As far as the LDC's are concerned, we are very pleased that
literally within the last 48 hours, there appears to have been a
formal agreement concerning the framework exercise, the frame-
work of how the GATT will work, including substantial benefits for
the LDC's and for the developed countries.
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Quite a mutually balanced package, but one that we think will
dreaw them into the disciplines of the international system to a far
greater extent than before.

They will have a more open and direct stake in how the system
goes. Again at the negotiating table, we have continually pointed
out that an effective dispute management mechanism is even more
to their advantage than ours. The opportunity for retaliation is not
very great, but such a mechanism is a real weapon for the weak, as
it is for us as a country, if we want to use it.

Consequently, they must be even more independent than the
strong in terms of having a disciplined international system in
which objective treatment can be given. I should make one other
comment, Mr. ChairrLan.

That is that we are viewed by our overseas trading partners as
moving in a very volatile pattern in trade matters. During rounds
such as the Tokyo Round, and predecessor six rounds to the Tokyo
Round, the United States gathered up to deal with those negotia-
tions delegations comparable in size, or greater, than any other
negotiating group.

But in between these rounds, it has been our tendency to let
trade matters drift to a degree. Our role has not been as extensive
in determining the precedence established within the GATT or
within the system as they can be or as they should be in my view.

Consequently, I think that the essence of the new opportunity for
fairer trade and an improved discipline in the system are being
laid down by what we have negotiated in Geneva.

It is now strictly a question of our will, sir, in my view, in terms
of whether we realize thoie benefits or not.

But they are within our grasp, they have been negotiated. And
we must, in my view, seize them.

Senator STEVENSON. Ho,. are proved violations of the nontariff
codes disciplined? Is retahlation the only way, bilateral retaliation?

Mr. MCDONALD. Actually, retaliation will rarely be resorted to if
we pursue an aggresr 's consultation review policy in my judge-
ment, Mr. Chairman.

The thing most nations are reluctant to face is a consensus or
meeting of the minds of other nations that they have in fact acted
in a way that is not appropriate for the circumstances. Consequent-
ly, in the mechanism we are building in the GAIT, we are building
in as much illumination and visibility in the process as we can.

One of our problems previously has been that when we had a
difficulty with another nation, frequently we rebc-rted to a bilateral
discussion to resolve it.

I have been part of some of those. Wf sent our ambassadors to
visit their officials, et cetera. We go in and make our case. We say
"It's in our interest you do so and so."

They say, "Yes, but it's in our interest that we don't."
Conseoently, we end up sometimes in a long and rather un-

pleasant .iplomatic exchange with very little in the way of results.
Our focus has been to try to move it out of these bilateral

discussions in which only interested parties were viewing the cir-
cumstances, and to have an option to call for a panel composed of
nonparticipants to try to examine the situation and come forward
with a point of view. We think that will be distinctly to our
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advantage because our basically open system within our domestic
processes tend to favor that type of mechanism.

That was strongly resisted by some in the negotiations, but I
believe we have achieved a reasonable success in that area, sir.

Senator STEVENSON. Will anything in the agreement affect our
own protection of the dairy and meat producers in the United
States?

Mr. McDoNALD. Not fundamentally, Mr. Chairman. We have
negotiated some concessions in both of those areas, and we have
had in view what the impact of any concessions granted would be
on our situation domestically.

I think we have come up with a balanced result. We are now
having detailed discussions with representatives in both of those
industries and in the hopes that we can make sure that we have
treated them fairly and openly. In my judgment, I think we have.

I believe we has a very strong case in dealing with both.
Senator STEVE! SON. Any progress on the treatment of U.S. banks

in Japan?
Mr. MCDONALD. Not directly as a part of these negotiations, sir, I

regret to say. We have had very little success in dealing with
services of any kind in the Tokyo Round.

Our predominant focus was on actual product tangible goods. As
a side effort, though, we have initiated as a result of our discus-
sions in the-in Geneva, a commitment on the part of the Trade
Committee of the OECD to undertake a special study and a special
project on problems dealing with service industries.

We have signaled to them how important we believe that that is
for us in view of the evolution and our particular superiority in a
number of those fields.

Consequently, we believe that should be among our top priorities
for followthrough, following completion.

Senator STEVENSON. Do all the nontariff codes apply equally to
developed and developing countries?

Mr. McDoNALD. No, sir. In general, the nontariff measure codes
of sections that provide for special and differential treatment for
the LDC's.

This was in line with a declaration in Tokyo. We believe these
are deviations that tended to reflect their actual stages of develop-
ment and are totally compatible with the way we would see the
system evolve.

We have also established as a part of the new framework mecha-
nism, I should also add, the principle of graduation for the first
time, in which we have insisted that LDC s are not all the same.
We maintain that they do reflect different stages of development,
and that we would expect different levels of obligations based on
their individual stage of development, not only as a country, but
for individual sectors or activity within those countries.

Senator STEVENSON. Do they ever graduate to the ranks of devel-
oped?

Mr. McDoNALD. Faster than they would like, Mr. Chairman, I
am afraid.

We have some that we have treated quite Differently from others
during the course of the negotiation, particularly those in the more
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advanced ranks of development. They feel that whether they like it
or not, they have essentially graduated.

Senator STEVENSON. Has Taiwan got there yet?
Mr. McDONILD. We have what we consider to be an excellent

arrangement with Taiwan. It was fortunately completed before the
end of last year. Consequently, we believe that we have quite a
mutually acceptable bilateral negotiation with Taiwan.

Senator STEVENSON. Will the People's Republic of China honor
these codes and, if so, where will it fit?

Mr. MCDONALD. I am sorry?
Senator STEVENSON. What about the nonmarket countries, the

People's Republic of China, let's say?
Mr. MCDONALD. I would say that among the areas of continuing

concern are how we interface with nonmarket economies, and how
we interface with the LDC's. We think we are making more prog-
ress with the latter, frankly, than the former. We have not found
an acceptable solution in terms of interface with nonmarket econo-
mies. We have made some bilateral arrangements with them. We
generally have come out favorably, largely because they need indi-
vidual items that we are currently supplying. For the long term we
are unhappy with the measures and criteria that we are using, and
this must be one of our top priorities. Up until this time, they have
frequently been dealt with on political rather than economic
grounds, as you can well appreciate.

Senator STEVENSON. I will enter into the record the letter from
Ambassador Strauss to which I referred earlier.

[The document follows:]
Omcz OF THE SPECIAL REPRESENTATIVE FOR TRADE NEGOTIATIONS,

ExECUTIrE OFFICE OF THE PRESIDENT,
Washington, D.C., April 4, 1979.

HON. ADLAI E. STEVENSON,
United States Senate,
456 Russell Office Building,
Washington, D.C.

DEAR SENATOR STEVENSON: I hope I am able to allay your concerns with regard to
the subsidy/countervailing duty code we have negotiated in Geneva. The code does
not "grandfather" all cxisting export subsidies employed by our competitiors. Quite
the reverse-it tightens considerably the rules governing the use of such subsidies.
The only grandfathering which has been done is a special rule for our DISC
program.

A principal U.S. objective in the MTN-and one that was emphasized by the
Congress in the Trade Act of 1974-was the negotiation of an improved internation-
al discipline on trade distorting subsidies. We believe we have succeeded in this.

With specific regard to export suosidies, the code concerns a general prohibition
of their use in connection with the export of industrial products. However, there are
exceptions. Export financing, provided it is consistent with the terms of the OECD
Export Credit Arrangement, is not prohibited. In other words, our Ex-Im Bank
activities are not restricted. Further, I do not see any bar to the formation of U.S.
export trading companies, although clearly the specifics of any such proposal should
be reviewed in light of the code provisions.

I do not pretend that the Code is perfect. However, it most certainly does not bless
foreign subsidies while restricting our own. The Code will introduce a better inter-
national discipline on subsidized practices of all signatories. I believe that such
general discipline serves the best interest of the United States and the international
trading system.

Sincerely,
ROBERT S. STRAUSS.

Senator STEVENSON. I thank you again, Mr. Ambassador. You
have done a very good job and assuming we do our part now, you
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have created a significant opportunity for American industry and
agriculture. After we have done our part, it will be up to the
farmers, the businessmen, all the commercial enterprises of the
country to take advantage of that opportunity.

Mr. McDoNALD. I was particularly pleased to be in Washington
at the time of these hearings, so I could participate during these
final days of negotiations. We are much encouraged by the focus of
the deliberations of the subcommittee.

Senator STEVENSON. It's fortuitous.
We thank you, sir.
Senator Stewart is unable to appear today but he has submitted

a statement for the record which we insert at this point as though
read. Without objection I will insert in the record a copy of the
subcommittee's report on U.S. export policy issued earlier this
year.

[The statement, the report, and the letter containing subsequent
answers to questions submitted to Mr. Robert Strauss follow:]

STATEMENT OF SENATOR STEWART
Senator STEWART. Yesterday, I had the privilege of being briefed

on the status of the Multilateral Trade Negotiations by Ambassa-
dor Robert Strauss, when he appeared before the Small Business
Committee.

I believe that the development of an aggressive export policy for
our country in order to reduce our tremendous trade deficit is one
of the greatest challenges before this Congress.

At the same time we work to develop the means and capabilities
to market our products abroad, we have to see to it that other
countries work toward reducing or eliminating the protectionist
nontariff barriers to trade which hinder the expansion of our
export capabilities. Thus, I have a strong interest in the progress in
the Multilateral Trade Negotiations.

As a member of the Small Business Committee my interests
naturally are in seeing the development of an export policy which
insures that small as well as large business concerns have the
opportunity to participate in the new markets which will hopefully
open up as a result of the trade pact now under negotiation.

I am sorry I was unable to hear your testimony directly, but I
will review it and I want to reserve the right to submit some
questions to you for the record.
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U.S. SENATE,
SUBCOMMrrmEE ON INTERNATIONAL FINANCE,

March 8, 1979.

U.S. EXPORT POLICY

I NTRODUCTION

Senator Adlai E. Stevenson, Chairman of the Subcommittee on In-
ternational Finance, announced on January 10, 1977, a study of U.S.
export policy to be conducted by the Subcommittee. The study was
prompted by the rapidly mounting trade deficit and evidence that the
competitiveness of United States industry in international trade and
domestic markets was declining. The Subcommittee held 11 days of
henarings on export policy between February and May and received
testimony from witnesses from the Executive branch, industry, agri-
culture, labor and academic and research institutions. This report sum-
marizes the Subconmittee's findings and makes recommendations for
insuring the competitiveness of U.S. ,griculture and industry in world
markets.

The mammoth trade deficit has hurt the U.S. economy in many ways.
It has exerted downward pressure on the exchange rate, which in
turn has eroded the role of the dollar as an international unit of value,
undermined the confidence of dollar holders, and prompted flight from
the dollar.

Second, the deficit has had a significant inflationary impact on the
U.S. economy. The increasing prices of imports as the dollar depre-
ciates--and corresponding price increases by domestic producers of
import-competing goods--spur inflation. Tle Treasury Department
estimated in February 1978 that the first-round direct effect on the
Consumer Price Index of a one percent depreciation of the dollar was
only about 21/2 hundredths of one percent (.025 percent)." But in testi-
monv before the Senate Banking Committee in November, Charles
Schliltze, Chairman of the Council of Economic Advisors, estimated
that the CPI goes up one to one and one-half percent for every ten
percent devaluation of the dollar.' Schultze's estimate. which includes
effects on wholesale prices and oil and raw materials imports, as well
as the tendency for U.S. producers to match import price increases, is
more accurate.

Third, the trade deficit is associated with job loss in import-compet-
ing industries and a slow rate of job increase in the export sector of the
economy. A continuing trade deficit represents a substantial job short-
fall on the export side. An estimated 40.000 jobs are created by a billion
dollars of additional exports; if the United States were to eliminate its
trade deficit by increasing its exports by $30 billion to match its im-
ports, 1.2 million new American jobs could be formed.

Fourth, the slack in the economv created by a serious trade deficit
and lagging export performance requires increased fiscal stimulus in

' ISe EFzport Policy hearings, Part 1, p. 15.
, Spnate Banklng.. Housing, and Urban Affairs Committee hearing "The President's New

Anti-Inflation Program," November 3, 1978, p. 42.
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order to keep the economy growing, in other words, a larger Federal
budget deficit. Each $1 billion in exports foregone represents a loss of
$2 billion in GNP and $400 million in Federal tax revenue. Reducing
the trade deficit reduces the need for deficit spending by the Federal
Government.

Unfortunately, the deficit may not be a temporary aberration. The
"J-Curve" effect predicts that exchange rate adjustment ensures trade
adjustment within one or two years. However, delayed appreciation
of surplus country currencies, relatively slow growth rates in Europe
and Japan and high U.S. oil imports have exacerbated the U.S. deficit
and slowed adjustment.

A more fundamental problem is the extent to which the trade deficit
reflects underlying changes in the U.S. competitive position which are
not self-correcting. The rate of increase in productivity has been declin-
ing in the United States and is now much lower than in most other
developed countries. Capital formation in the U.S. has also fallen
below that of our competitors. Innovation is more difficult to measure,
but many indicators suggest the United States is losing ground here
as well. Trade statistics reveal that the U.S. is now facing increased
international competition in high technology fields where U.S. prod-
ucts have been dominant for decades. A trade deficit resulting from
such long-term changes in U.S. competitiveness is not susceptible to
classical trade adjustment mechanisms.

The Subcommittee hearings were organized into eight parts:
1. The effect of floating exchange rates on U.S. exports and the

trade balance;
2. Trends in the competitiveness of U.S. exports in specific prod-

uct and market sectors;
3. Foreign government policies and programs to support ex-

ports:
4. The Export-Import Bank and the financing of U.S. exports;
5. U.S. agricultural export policies:
6. U.S. Government programs and facilities designed to sup-

port exports;
7. U.S. high technology exports; and
8. Foreign barriers to U.S. exports.

All the hearings have been printed. The chapters of this report cor-
respond to the subjects covered in the hearings.

CHAPiRn 1. TrTE EFFECT or FLOATNGO EXCHANOE RATES ON U.S.
EXPORTS

Exchange rate depreciation of the U.S. dollar has failed to yield an
improved trade balance. The explanations are many. First, deprecia-
tion of the dollar relative to the currencies of major trading partners of
the United States has been modest until recently. Morgan Guaranty
Trust calculates the overall change in the real exchange rate of the
dollar from March, 1973 to September, 1977 to be negligible. The dollar
remained at its March, 1973 level until mid-1975, then appreciated
through late 1977. Thus, for a two-year period the dollar was actually
about .5 percent above its trade-weighted level of March, 1973. Dollar
deprecation relative to 1973 levels is a recent phenomenon."

-The Federal Reserve estinated that the de ,r's exchange value on a trade-welthtkd
basis war, slightly ai)ove the level of Mareh, ;'7S in early 1978. The dollar reached its
peak 'v;ue in Tune, 1970, 10% above its level nl March, 1978, deellning slghtly from
June, 1976 to September, 1977 and then experle ed a rather sharp 7% decrease from
September, 197t through anuazry. 1978.
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The worsening of the trade balance which accompanied the dollar
depreciation is partially accounted for by the "J-Curve'" effect. Cur-
rency depreciation raises the price of imported goods and services al-
ready ordered, thereby increasing the value of imports. Exports are
concomitantly reduced in value until increases in quantities exported
can be realized. Thus, during the first six to nine months following de-
preciation of the dollar the U.S. trade deficit can be expected to worsen.

Tile Treasury Department estimated the lag between movement in
the exchange rate and adjustment in the trade balance to be about
eighteen months. The Federal Reserve estimated the full impact of
exchange rate depreciation on exports occurs over a period of two years.
Thus, the depreciation which occurred in late 1977 and early 1978 can-
not be expected to result in a dramatically improved U.S. trade balance
until late 1979.

However, the dollar has been subject to additional and ac:elerated
depreciation in late 1978. The initial negative "J-Curve" effects of
"new" depreciation may overwhelm the positive effects of the "old" de-
preciation. Continuous currency depreciation may create effects not ac-
counted for by the "J-Curve" theory.4

Additionally, the failure of the U.S. trade balance to adjust rapidly
to exchange rate depreciation could be due to adverse movements in
relative inflation rates between the United States and its principal cum-
petitors in export markets. -Most studies agree, however, thut U.S. price
competitiveness has improved recently. An index of relative export
pr ices developed by Chase Econometrics shows that U.S. export prices
;eached a relative low point of 92.6 in 1973, rose through 1976 (when
they exceeded 100 on the index), and declined to a level of 98.4 in
1977. Prices are expected to decrease further lo about 91.7 by 1979,
putting U.S. producers in their most competitive price position since
1973.5

The recent improvement in the price competitiveness of U.S. exports
is due to the combined effects of dollar depreciation and relatively lower
inflation than in most major foreign countries. However, some trade
surplus countries, Germany and Switzerland in particular, have had
lower inflation than the United States, which has offset somewhat the
appreciation of their currencies relative to the dollar. If inflation ac-
celerates in the United States, much of the gain in international price
competitiveness would be wiped out.

U.S. trade performance over the past few years seems broadly related
to change in price competitiveness arising from relativb inflation and
movements in exchange rates. Improved U.S. price competitiveness
in the period 1971 through 1973, attributable prL-narily to the devalu-
ation uf the dollar, contributed to the substantial export surplus in 1974
and 1975. Correspondingly, deteriorating U.S. price competitiveness
during 1975 and 1976 was a factor in the massive trade deficits of 1977
and 1978.

4 Economists disagree on the effectiveness of the "J-Curve" phenomenon. Dr. Lawrence B.
Krause of the Brookings Institution in testimony before the Subcommittee on February 6,
1978 contended current dollar depreciation would lead in time to improved U.S. trade
performance, but Tilford C. Gaines of Manufacturers Hanover Trust Company questioned
the effects of exchange rate depreciation when rates tend to cycle or move Uip and down
episodically. Gaines suggested only stable depreciation over a finite period of time atecte 4

trade balance See fart 1 of the hearings on Export Policy held by the Subeommitte,.
on Internatio..Al Finance. pp. 91-109.

s See testimony of John PF. Norris, Chase Econometrics Aussociation, inc. $Rport Polloy
hearings, Part 1, pp. 124-126. .;
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The U.S. lost competitiveness in relative export prices during the
period 1975 through early 1977 as the exchange rate remained at an
artificially high level while U.S. inflation was in the middle range for
industrial countries. Once J-Curve effects are absorbed, increased price
competitiveness can be expected to improve trade and current account
balances. The Treasury Department estimates a one percent improve-
ment in international price competitiveness produces an increase of
Mh to 1 billion dollars in U.S. exports when the improvement becomes
fully effective.

Another factor in the trade deficit is the difference in growth rates
between the United States and the principal foreign industrial coun-
tries. Anthony M. Solomon, Under Secretary of the Treasury for Mon-
etary Affairs testified before the Subcommittee that differences in
growth rates have tended to swamp the effects of exchange rates and
relative price competitiveness. The U.S. trade surplus in 1975 can be
largely accounted for by the relatively low growth rate in the United
States compared to that in Europe. The relatively high rate of growth
in the United States in 1977 and 1978 relative to that abroad may be
the principal factor accounting for the large trade deficit. Convergence
in relative growth rates will be necessary in order for improved price
competitiveness to have its full effect on the trade balance.

Economist Rudiger Dornbusch of the Massachusetts Institute of
Technology cautioned, however that the difference in income elasti.i-
ties of exports between the U.S. and its principal competitors is so
great and so unfavorable to the U.S. that foreign economies would
have to grow much faster than the U.S. economy in order for the U.S.
trade deficit to be reduced. Dornbusch noted that foreign growth rates
are not likely to exceed the U.S. rate substantially, and concluded an
improvement in U.S. trade competitiveness is required "not only to
close the present trade gap but in fact to prevent it from widening."

Improvement in price competitiveness and convergence in relative
grOWth rates may reduce the trade deficit, but export levels may be
determined more by government policies and non-price considerations
than market-determined export prices. The principal trade competi-
tors of the United States-4ermany and Japan-pursue policies which
systematically counteract improvements in price competitiveness by
U.S. suppliers. Furthermore, the structure of U.S. trade, especially oa
the export side, may minimize sensitivity to price considerations.

The contention that the Germans and the Japanese, as well as the
Swiss, the Dutch and others pursue policies designed to maintain their
trade surpluses, is a familiar one. The export orientation of their eco-
nomies makes exchange rate stabilization and policies to preserve com-
parative advantage in export markets mandatory. Thus, if the ex-
change rate begins to move upward, monetary authorities in these
countries are likely to intervene in the markets to discourage further
currency appreciation. At the same time, monetary and fiscal policy
instruments are utilized to suppress the rate of inflation, thereby off-
setting movements in the exchange rate to the largest possible degree.

Japan, Germany and a number of other countries place such em-
phasis upon export performance that they are willing to subsidize

o Rudiger Dornbuseh, '"lexible Exchange Rates and Macro-economic Performance: The
U.S. Since 1973" paper prepared for the Tripartite meeting, Tokyo, November 14-16.
1978, p. 23.
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exports at the expense of their domestic economies. An apparent im-
provement in price competitiveness can be offset by indirect subsidies
(for example, tax incentives), special loan facilities, or other measures.
Other non-tariff barriers to U.S. exports, such as government pur-
chases reserved for domestic firms, design specifications which favor
domestic producers, and government-to-government trade arrange-
ments are used extensively by Japan and the European Community.
It remains to be seen whether Japan and the European Community
will tolerate the trade implications of a significant improvement in
U.S. export price competitiveness.

The composition of U.S. exports and the nature of export markets
abroad according to Lawrence Fox of the National Association of
Manufacturers, combine to make U.S. export performance relatively
insensitive to price movements. The volume of agricultural exports,
which account for roughly 20% of U.S. exports; does not automatically
reflect relative price competitiveness. U.S. agricultural exports to the
European Community, for example, benefitlittle from relative price
improvements because the Community's Common Agricultural Policy
is specifically designed to offset such movements.

Manufactured goods exports are presumably more sensitive to
changes in price competitiveness, but the disappointing performance of
the United States in manufacturing exports comparedto Germany and
Japan, whose currencies have been appreciating and whose price c( 1-
petitivenes vis-a-vis the United States has deteriorated, implies that
trade in manufactured goods may be less price sensitive than is com-
monlv assumed. Relative growth rates may explain somewhat the con-
tinuing high level of exports by Japan and Germany compared to the
United States, but do not account for the entire phenomenon. Fox
suggested international trade is increasingly characterized by market-
ing strategies and pricing policies which focus on market penetration
or market share. and denigrate price considerations. Marginal pricing,
and even dumping, may explain some of the relatively strong. Japanese
and German export performance. Fox cited data which indicated
Japan and Germany emphasize export pricing strategies which cause
export prices to rise more slowly than domestic prices, whereas in the
case cf United States exports the reverse appears t6 be true.

In the case of large capital items where the United States generally
has a comparative price advantage, sales often hinge upon such var-
iables as credit terms, offset purchases and non-monetary factors in-
cluding government decisions to favor specific foreign enterprises or
investors as trading partners. Much international trade also occurs
within multinational corporations, and is less sensitive to price con-
siderations than to corporate strategies.

The lack of improvement in the U.S. trade balance may also be par-
tially accounted for by the foreign market composition of U.S. trade.
The United States' principal foreign market is Canada, and there has
been no relative price improvement for the United States in the Cana-
dian market. In the case of most non-oil-producing developing coun-
tries, exchange rates have not changed relative to the dollar and
improvement in U.S. price competitiveness relative to domestically
produced goods in such countries has been minimal. U.S. export per-
formance in third world markets relative to Japanese and German
suppliers should improve with increased U.S. price competitiveness,



24

but there is little evidence of trade gains to date. Existing trade rela-
tionships perceptions of quality, and assurances of timely delivery
account for export success in many markets. Germany, Japan and
Switzerland have reputations as dependable suppliers and have con-
tinued to export successfully despite deterioration in the price com-
petitiveness of their products.

U.S. producers tend to be much less aggressive in exporting than are
the Japanese and Europeans, in part because U.S. producers have
fewer incentives to export. A large domestic economy and relatively
good growth rates at home enable U.S. producers to expand production
and enjoy profits through domestic consumption rather than relying
upon exports. U.S. exporters also face more government-imposed dis-
incentives, such as anti-trust, anti-bribery, anti-boycott and human
rights restrictions and tighter controls on exports to communist
countries.

In conclusion, it is unrealistic to expect rapid and significant im-
provement in the U.S. trade balance due to exchange rate depreciation,
because: (1) dollar depreciation will improve U.S. price competitive-
ness only if reinforced by relatively low U.S. inflation rates; (2) trade
flows will respond to relative price changes only belatedly; (3) the
U.S. deficit will decline only if growth rates are higher abroad than
in tile U.S.: and (4) UL.S. trade performance is not closely related to
relative price considerations for structural reasons.

CHAPrER 2.-TRENDS IN U.S. ExPoRT CoPEITIvENEss
IN SPECIFIC PRODUCT AND MARKET SECTORS

United States' export growth has been negligible since 1974. Export
growth in nominal terms has been 7 percent per annum compared to
a 131/2 percent r.,e of increase for imports during the same period.
Not only has U.S. export growth been slowing but what growth has
occurred has been due entirely to price increases rather than greater
sales volume. In real terms U.S. exports in 1977 were only one percent
greater than in 1974. The Subcommittee's second hearing addi mssed the
question whether the lack of real U.S. export growth reflected declin-
ing competitiveness of U.S. non-agricultural products in international
markets.

Slow growth in U.S. exports is attributable in part to slow economic
growth rates in traditional markets for U.S. exports. The Canadian
market, the largest single market for U.S. exports, has expanded very
slowly. Japan, also a large market, has grown slowly in the last two
years, as have some of the major non-oil producing LDC markets.-
Brazil, Mexico and India-which would normally account for about
30 percent of U.S. shipments to non -oil-exporting LDCs. Thus, the
U.S. share of world exports is growing more slowly than that of other
industrial countries in part because the countries to which we tra-
ditionally sell have had slower growth rates than countries to which
our competitors traditionally sell.

At the same time, however, the United States has failed to expand
its exports in the faster-growing markets at the same pace competitors
have. The United States experienced declining market shares in 1977
in exports to Japan, Italy, the Netherlands, several Latin American
countries, India and Korea, as well as the important OPEC markets
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An analysis of market shares conducted by C. Michael Aho and
Richard Carney indicates a disturbing pattern. Aho and Carney
measured competitiveness by comparing U.S. exports to the exports
of other countries in overseas markets. They examined the exports of
nine OECD countries in fourteen different regions for three periods,
1965 to 1970, 1970 to 1973, and 1973 to 1976. During each of the time
periods analyzed the United States lost market shares relative to
Japan. The depreciation of the dollal relative to the Japanese yen did
not enable the United States to recover its earlier market share of
total manufactured exports. U.S. losses were particularly large in ex-
ports to the European Common Market countries.

The fastest growing importing region in the world in the last few
years has been the Middle East. OECD countries' exports to the Middle
East increased by more than six-fold during the period from 1970
through 1976. The U.S., Japan and Germany all increased their shares
of total manufactured exports during that period, but the largest gains
were made by Japan.

Relative differences in growth rates cannot explain the superior
Japanese market performance in either the European Community
countries or the Middle East; in both cases Japan and the United
States were on the same relative competitive basis. The difference in
exchange rates and price movements between the Japanese exports and
U.S. exports should have led to superior U.S. export performance,
but it did not.

As U.S. price competitiveness improves there is some hope for an
increased U.S. market share in major markets, bult non-pri.e factors
could be critical. Salesmanship, market familiarity, reliable delivery
schedules. after-sales-service, product-quality and credit terms can de-
termine the success of efforts to exploit a relative price advantage. The
United States is facing increasing competition across a broader range
of protducts. including capital goods and high technology products
where the U.S. has traditionally been dominant. and must make new
efforts to see that U.S. products are competitive and that U.S. Govern-
ment policies do not reduce export competitiveness.

A deteriorating trend in U.S. exports is evident from an analysis of
exports of research intensive products. Historically, the United States
and the United Kingdom have exported products intensive in capital
and research-and-development expenditures. However, in recent years
both countries have allocated a smaller proportion of their gross na-
tional product to investment than have Germany and Japan. They have
also had lower growth rates of real investment. Aho and Carnev
examined trade patterns for research-and-development-intensive com-
modities such as chemicals, machinery and transport equipment,
scientific instruments, and miscellaneous manufactures. They found
between 1962 and 1970 the U.S. share of total OECD exports of these
commodities declined from 27.6 percent to 21.7 percent. By 1976 it was
down to 20.5 percent. The U.K.'s share decreased betwoen 19i62 and
1970 from 15.2 percent to 10.0 percent and has continued to decline to
a low of 8.3 percent in 1976. The German share has remained stable.
but the Japanese share has grown steadily since 1962. In 1970 the
Japanese share was 9.9 percent; in 1976 it was 13.2 percent. The U.S.
decline seems likely to continue unless research and development
expenditures and capital investment increase.
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In the past the United States has placed a low priolity on export
promotion, but this priority must change if the United States is to
profit from new markets. The OPEC countries, some of the non-oil-
producing developing countries and Japan, where major efforts are
underway to remove trade barriers, offer market opportunities which
the United States should exploit. Whether U.S. business responds will
depend in part upon government efforts to involve additional U.S.
firmns in exporting, as well as to familiarize existing exporting firms
with new export opportunities and to support all U.S. exporters
stronglv and consistently.

Structural factors rather than prico or business cycle factors explain
recent changes in the pattern of U.S. exports. In addition to the fact
that the United States is less export-oriented and makes less effort to
expand its exports than do foreign competitors, the United. States'
traditional leads in productivity and technological innovation have
been lost. Investment is lower in the U.S. than in a number of other
countries, and there is evidence U.S. industry is shifting investment
from basic research to comparatively minor product and proce'ss de-
rvelopment in the expectation of short-term returns. These trends sug-
gest 1'.S. exports will lag even further in the future.

Improvements in U.S. price competitiveness via depreciation of
the dollar and lower inflation can lead to improved export perform-
ance in a number of categories-especially consumer goods-but where
export.s depend on reliability, quality and servicing, and for products
with hiagi technology and capital inputs, greater price competitiveness
alone is unlikely to lead to major increases in U.S. exports.

CHAPTER 3.-FohoTGaN GOVERNMENT POLICIES AND PROGRAMS TO
Srurowr Ext-..rrs

Foreign ,overnment support for exports has contributed to the U.S.
trade deficit. Mr. George Stathakis of the General Electric Company
testified before the Subcommittee that the biggest obstacle to expanded
tT.,. exports is the help foreign trade competitors get from their
governments.

Although fiscal and monetary policies are not rgenerally regarded
af efforts to support or subsidize exports; the restrained growth poli-
cies of Germany and JTapali have been conducive to export growth,
and these countries' sluggish domestic expansion has conversely
blocked imports. Because the export sector is such a large part of these
economies, adequate total growth can be maintained while pursuing
policies to restrain inflation.

Industrial policies are an important element in export expansion for
many countries. The industrial policies vary: Japan, France, and Italv
relv extensivei v on planning mechanisms, but a number of other
countries, inchlding Germany. Sweden and Denmark, place far more
emphasis on a favorable investment climate than on targeted indus-
trinl policies. Regional development schemes are also used to channel
resources into industries with strong export potential.

The effectiveness of cooperation between government and industry
in selecting target industries and developing them is best ,xemplifiea
by ,Tapan. The post World War II rise of the Japanese steel and ship-
)building industries to positions of world market prominence was the
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result of carefully planned investment and export r.ornotion strate-
gies. Since 197 2, a govirnment coordinated effort to boost the Japanese
computer indust:rv has been similarly successful. Another impressive
aspect of .Japfam.v-i industrial planning is the ability to react to over-
capacity in certain industries.

A number of other countries have atter.pted to "target" industries
with export potential. '"iwan, Hong Kong and South Korea have
developed their textile I,,d footwear industries, and in the process
have supplanted their model, Japan, as a world supplier of these
conmlmodit ies.

be.search and development in .Janan and Europe is often directed
toward products with export possibilities. The Europeans have worked
cooperatively to increase their share of the international commercial
aircraft market. at the expense of the U.S. The Japanese government
has coordinated reseAarch in computers and semiconductor technology
with an eve toward developing a major new export industry.

Althoutgh studies conducted to date do not seem to indicate signifi-
cant trade differences arising from different applications of environ-
nlental standards or anti-trust laws, a recent study conducted for the
De,, nrtment of Commerce suggests th it the more vigorous environ-
mental standards in the United States may have an adverse effect
on productivity in this country relative to other OECD countries
which, of course, could have consequences for export growth in the
fltre. Thlle Ulnited States also has the most stringent anti-trust legis-
lation: Japan's large trading companies face no anti-trust problems."

Manv countries use remission of indirect taxes to stimulate exports.
'lie recent Supreme Court decision in the Zenith case confirms that

suchl rebates do not violate U.S. countervailing duty statutes. A num-
bIer of cxuntries also have a very low rate of taxation on the income
of foreign subsidiaries of domestic companies, which enables a com-
paIny to establish a sales subsidiary overseas and avoid practically all
taxation on export sales. The United States does not permit such
differential tax treatment.

.Japan. additionally, has a tax incentive system for exporters which
was modified recently to emphasize incentives for smaller and medium-
sized exporters. Many developing countries rely on tax incentives to
stimulate exports to an even larger degree than do the developed
countries.

The most important non-tax incentives are in the area of financing
for exports. MIost countries provide some form of official export financ-
iln,. and tile French. Japanese and British use supplemental non-tax
incentives as well. Particularly notewolthy are the export financing
inc(ntives designed for small exporting firms in Germany, Japan,
Italv and France.

Fln'eign governments often finance prefeasibility studies. In some
ca;ses this is complemented by government-to-government contact by
top level government officials well versed in the project who assure
tle purchasing government that the bidding firm has full official
supp)ort.

Japanese companies bidding on major construction projects can
preMsent a single, combined price offer. U.S. anti-trust statutes preclude

:The incentives offered by foreign governments to their exporters are cataloged by the
Special Committee on U.S. Exports in Part III of the Export Policy hearings, pp. 10T-248.
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such cooperation by U.S. firms. Cheaper export shipping is another
factor in the superior export performance of our competitors. Freight
rates for ocean shipping average 32% bigher for U.S. exports thai
for U.S. imports. Even worse, rates on shipments to developing coun-
tries paid by U.S. exporters average 100% more than rates paid by
major developed country competitors. Japan has a 300% freight rate
advantage over the United States on shipments to third countries.
Organized foreign exporter representatives in Europe and the Far
East use cartel-like power to keep rates down. Another "home-grown"
problem is that official U.S. Government cargo often crowds out non-
Government cargo on outbound U.S. Flag carriers, allowing carriers
to exact premium rates for the scarce remaining space.

The United States Government spends less each year to promote
manufactured exports than do the governments of Japan, the United
Kingdom, Italy and France, but more than Canada and Germany.
Comparisons for fiscal year 1976 can be made on the basis of amounts
spent on export promotion for each million dollars of manufactured
exports. On that basis, the United States spends $340; Canada and
Germany, $140; France and Japan spend about $600; Italy spends
$1,400 and the United Kingdom $2,500. The German figures are under-
stated because German exports are promoted by trade associations and
overseas German Chambers of Commerce which exporters are required
to join and financially support. In the United States, about 1/100th of
1 percent of the federal budget is spent for export promotion. Other
countries average about six times that amount.

In conclusion, foreign governments show great scope and flexibility
in their policies and programs to support exports. The use of export
expansion as a tool of domestic economic management is not only well
understood and widely employed but shows iimpressive resilience in
the face of economic changes which would otherwise lead to deteriorat-
ing txale balances.

CHAPTER 4.-THE EXPORT-IMPORT BANK AND U.S. EXPORT FINANCINO

The Subcommittee held four days of hearings in Mfarch and April,
1978 on financing of non-agricultural exports and legislation to extend
and enlarge the authority of the Export-Import Bank. The Subcom-
mittee examined the deficiencies of private export financing, the grow-
ing foreign competition in official export financing, and proposals to
strengthen both private and official IU.S. export financing and to limit
international credit competition.

The private sector finances most U.S. non-agriciultural exports. The
Export-Import Bank finances on the average only about 18 percent
of manufactured goods exports and 21 percent of capital goods ex-
ports. But private financing is seldom available on fixed interest rate
terms, or for periods longer than five years. and thus is often insuffi-
cient to support capital exports for large development projects abroad.
Commercial export financing sources (to not accept political risks and
sometimes shy away from economic risks as well in developing
countries.

2rivate export financing through smaller commercial banks and out-
side the major financial centers has been limited despite the intent of
Congress to facilitate such financing when it passed the Edge Act in
1919 (Section 25a of the Federal Reserve Act). The Edge Act pro-
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vided for Federal chartering of corporations "organized for the pur-
pose of engaging in international or foreign banking." The Federal
Reserve 1Board issued Regulation K (12 (C.1F.R. Part '211) the follow-
ing year, griving Edge Act corporations "powers sufficiently broad to
enable themn to compete effectively with silnilar foreign-owned insti-
tutions and to afford to the United States exporter and importer . . .
tt all times a means of financing international trade" (211.1(b) (1)).

Bv earlyv 1978 there were 115 Edge Act corporations in the United
States. but statutory and regulatory limitations on Edge corporations
retarded their role in financing U.S. exports. Chief among the legal
restrictions 'n Edge Corporations were the following: (1) liabilities
coull not exceed 10 times capital; (2) a minimum 10 percent reserve
was required even when not required of conmmercial banks; (3) Edges
were not eligible for Federal Reserve memblership; and (4) the con-
duet of any business in the U.S. except that "clearly related to inter-
national or foreign business" was prohibited (12 C.F.R. 211.1(b) ('2)).
Testimonv received bv the Siubcommittee suggested morlifian'i io of
Edge Act provisions could facilitate the formation of Edge corpora-
tions by smaller and regional banks as well as enlarging thle role of
Edges in promoting U.S. exports.8

When the Banking Committee met to mark up the International
Banking Act of 1978 Senator Adlai E. Stevenson proposed a series
of amendments to the Edge Act. The amendments approved by the
(Committee and included in the Act adopted September 18. 1978, lifted
the statutory restriction on the ratio of liabilities to capital and re-
serves; removed the discriminatory minimum reserve requirements;
required the Federal Reserve Board to make recommendations which
would permit Edges to become member banks; and expanded the
permissible banking activities of Edges. Also, for the first time, non-
I)anking corporations and foreign banks are permitted to form Edge
Act corporations. Once the Stevenson amendments have been fully
implemented by federal regulation, the use of Edge corporations to
finance U.S. trade is expected to grow significantlv.

The need to supplement private export financing with Eximbank
programs will continue to grow as well, however. As researchers for
the Congressional Research Service have noted:

The growing commercial rivalry among the developed couln-
tries and the increasing similarities in the price, quality and avail-
ability of their goods has meant that. in many cases. government
financing arrangements have become a determining factor in some
trade transactions. In the capital goods sector and the market for
"bir ticket" items in particular, it now often appears that con-
tracts mav go to the exporter who is able to arrange the most
attractive financing for his sale.9

The Export-Imnport 1Bank is a U.S. Government agency originally
created in 1.94 to aid in financing and to facilitate TU.S. exports. The
Bank is directed to provide loans, guarantees and inslrance for 1U.S.
exports of goods and related services on terms and conditions competi-
tirve with those available to foreign competitors. The Baink in provid-
ing sluch export assistance is also directed to seek to minimize inter-
national competition in Government-supported export financing, to

'See Etport Police .:earIngs. Part 6, DP. 140-187.
Ezport Stimulation Program fin the Major lnduatrial Countries, p. 40.

44-398 u - 5i9 - 3
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judge whether there is a reasonable assurance the assistance will be
repaid, to take into consideration the average cost of money to the
Bank, and to supplement and encourage, but not compete with, private
eaplital. The Bank must also take into account any serious adverse
effect of its transactions on: (1) the competitive position of U.S. in-
dustry, (2) materials in short supply and (3) employment in the
United States.

The Bank's programs include: (1) direct credits and financial
guarante, s for major capital goods exports requiring repayment
periods of 5 years or more; (2) medium-term guarantees and discount
ioans to U.S. commercial banks and Cooperative Financing Facility
loans to foreign financial institutions to finance capital goods exports;
and (3) in conjunction with the Foreign Credit Insurance Association
(F(IA). a group of private insurance companies. short-term and
medium-term export insurance against political and commercial risks.
The Private Export Funding Corporation (PEFCO), owned by U.S.
banks and corp)orations, often participates in medium-term export
financing together with Eximbank and commercial banks. Although
the programs supported directly and indirectly by the Export-Import
Bank are extensive, they frequently do not match +hose offered by
foreign governments.

Foreign competitors support a greater percentage of their exports
through official financing, and often provide more attractive terms and
programs. For calendar years 1975 and 1976. Japan and France pro-
vided official es: -rt credit support for one-half their manufactured
exports: the Uti d Kingdom for one-fourth of its manufactured ex-
ports; Italy for one-eighth, and Canada, Germany and the United
States for slightly over one-tenth of their manufactured exports.' 0 The
United States Eximbank offers a smaller percentage of official credit
(averaging 42 percent) for long-term export credits than do the official
ex:port credit agencies of the other six nations. Japan also provides
local cost financing, which is not available from the U.S. Export-
Import Bank.

.Japan, Germany, France and Italy offer insurance against exchange
rate fluctuations; the U.S. does not. The United Kingdom and France
offer inflation indemnity insurance; the U.S. does not. In order to en-
courage exports of complete manufacturing plants, Japan is now offer-
ing performance bond insurance covering 70-90 percent of possible
losses. The United Kingdom also provides performance bond insur-
incee. which is said to benefit British contractors competing for Middle
East construction projects.

Several foreign countries combine foreign aid programs and official
export credit programs in order to provide lonw-interest long-term
credits to developing countries. France, for example, offers 'mixed
credits" for as little as 3 percent interest and as long as 25 years. The
United States not only does not offer mixed credits, but its bilateral
assistance program has shrunk relative to other countries and been
redireeted toward projects which provide fewer opportunities for U.S.
capital goods exports.

The Eximbank has managed to keep its long term credits competi-
tive with those offered by foreign governments, but as interest rates

10 qpp Export Policy hearings, Part 4, p. 75. Table Submitted by the Department of the
Treasury.
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rise in the V.S., the Eximbank will become less competitive. Eximbank
programs will also be hampered in fiscal year 1980 by budget limita-
tions imposed by the President's Office of Management and Budget
Eximbank is the only official export credit agency, besides Canada's,
which receives no annual appropriations, and is the only such agency
subjected to annual legislated budget ceilings on its credit programs.
Eximbank wiii exhaust its direct lending authority of $3.6 billion be-
fore the end of fiscal vear 1979. Authority for fiscal vear 1980 has been
set at $4.1 billion by 0(1MB, about one-third the anticipated demand for
Eximb)ank credit.

Eximbank is also subject to political restrictions not imposed
on the progralls of foreign goverpments. Exports to communist coun-
trius are ineligible for Exinlbank supl)ort unless the President has
letermined that support for exports to the country in question is in the

national interest, and, since 1974. that the country meets the stringent
·criteria for freedom of emigrationi set forth in the ,Iackson-Vanik
Amendment to the Trade Act. Only Poland, Rumania, Yugoslavia and
Ilungary are currently eligible for Eximbank credits. Eximbank re-
views export credits for human rights considerations as well, and
upon the advice of the Department of State frequently holds up or
denies credits for exports to countries with poor human rights records.
In the case of South Africa, Congress adopted legislation in 1978 to
denv Eximbank support for any export to the South African govern-
ment and to any other purchasei. unless the Secretary of State certifies
that such purchaser is observing the. "Sullivan principles" on fair
rae; ll ermplovment practices.

The Eximbank legislation reported by the Banking Committee in
1978 and subsequently incorporated in H.R. 14279 represents a signif-
icant step forward in official U.S. export financing. The Bank's author-
itv was extended five years and its aggregate commitment authority
was increased to $40 billion, against which up to $25 billion in guaran-
tees and insurance may be charged at 25 percent of face value. The pre-
notification requirement was modified to increase the threshold from
$60 to $100 million for credits to be submitted to Congress before final
approval, and the review period during Congressional recesses was
reduced to 3.5 calendar days.

Other important amendments to the Bank's charter included: the
Chafee amendment providing that the Bank should not deny credit
applications for non-financial or non-commercial considerations except
where the President determines that sulch denial would be in the na-
tional interest and where such action would clearly and importantly
advance IT.S. policy in such areas as international terrorism, nuclear
proliferation, environmental protection and human rights; the Ste,'en-
son amendment providing that the Secretary of the Treasury may
authorize the Bank to assist U.S. producers -o match official foreign
credit support for exports to the UTnited States when such foreign sup-
port exceeds international standards, and the Heinz amendment au-
thorizing the Bank to provide financing comlpetitive with that pro-
vided by foreign government agencies and authorizing the President to
begin ministerial level negotiations to end foreign predatory export
financing practices. The Bank's authority to finance agricultural and
solar energy equipment exports was also expanded.
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The advances achieved in the 1978 legislation are not sufficient to put
U.S. exporters on an equal financing basis with foreign competitors
Political restrictions on Eximbank credit continue both with respect
to communist countries and human rights violators. The Bank cannot
match the mixed credit offers of forelgn governments; new authority
would be required to launch such financing. Finally, the effort to re-
strain international credit competition is foundering. Negotiations in
1978 to strengthen the international Arrangement on Guidelines for
Officially Supported Export Credits collapsed because foreign govern-
inents refused U.S. proposals to place tighter limits on such support.
The Export-Import Bank is not adequately equipped to meet the grow-
ing foreign competition in official export credits.

CHAPTER 5.-U.S. AORICULTURAL EXPORT POLICIES l

Agricultural exports are the mainstay of U.S. export performance,
accounting for approxims.tely 20 percent of total exports each year.
Farm exports of $24.4 billi.n in 1977 exceeded agricultural imports by
$10.8 billion. Without the net positive contribution of the agricultural
sector, the total U.S. trade deficit in 1977 would have been $41.8 billion
instead of $31 billion.

The agricultural trade surplus is important for the domestic econ-
omy. An estimated 1.2 million jobs in the farm sector result from ex-
)ports. Moreover, every dollar earned through agricultural exports

directly stimulates another dollar in domestic output.
Thle United States is the world's largest exporter of grains, wheat,

rice, feed grains, soybeans, cotton and tobacco, and has expanded ex-
ports of livestock products and poultry in recent years. The U.S. share
of the world grain market has increased in part as a result of greater
exports to the Soviet Union and Eastern Europe.

But U.S. agricultural exports could be much greater than they are.
Vast opportunities exist for expanded production at very nearly con-
stant costs. Even without expanded production, surpluses are generally
available for export in any given year. U.S. agricultural products re-
main highly competitive in terms of price and quality, but such con-
siderations do not always determine success in agricultural trade.
Treasury studies indicate "... the price elasticity of demand for U.S.
goods varies considerably and a relatively large share of U.S. exports
is accounted for by products with relatively low price elasticities of
demand-agricultural products, raw materials and highly specialized
capital equipment." 12

A labyrinth of subsidies and protective devices for the agricultural
sector throughout the world insulate real world agricultural export
prices from movements in exchange rates. Devaluation of the dollar not
only fails to increase the volume of U.S. agricultural exports, but may
hurt U.S. farmers by reducing returns on foreign agricultural sales.

The UTnited States cannot assume the continuation of its predomi-
nant position in world agricultural markets. U.S. soybean growers face
growing foreign competition in soybeans, palm oil and related oil seed

I Part 5 of the Subcommittee's n port Polw bhearlngs eontains the record of a bearing
on "Agrlcultural Export Policies" held on March 30. 1978 in Chicago. Illinois. Additional
testimony and stAtemants on agricultural Peports are 'nntained in: pt. 2, pp. 8-38, 198-
216: pt. 'A. pp. 244-250: pt. 8, pp. 1-28, 42-43, 150-175.

u See Ezport Policy hearing, Part 1, p. 6.
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products. Expansion of Brazilian soybean production has enabled
Brazil to capture a large share of the world market for soybeans and
soybean meal. Expansion of Malaysian palm oil exports has cut into
the U.S. export market for vegetable oil.

The United States is also facing increased competition in the areas
of cotton and tobacco exports. The Soviet Union has taken a sub-
stantial share of the U.S. cotton market In Europe, and a number of
developing countries are becoming important suppliers of cotton, in-
cluding the Ivory Coast, Chad, Colombia, Turkey, Iran and Afghani-
stan. Korea, Brazil and Malawi have increased their tobacco exports.

The United States faces increasing competition in fresh and proc-
essed fruits and vegetable exports from Morocco and Israel. Ta:iwan
has emerged as a major exporter of a number of horticultural prod-
ucts. Brazil has replaced the United States as the world's leading
exporf,. of concentrated orange juice, and almost every Mediter-
ran.: t iintry is now actively involved in exports of tomato products.

T. ate, States exports of livestock products such as hides and
s':S, I !ow, greases and variety meats, are encountering strong corn-
! ,tit.~ from Australia, Canada and Southeast Asia.

1The Department of Agriculture testified before the International
F)lnance Subcommittee on February 23, 1978, that the principal factor
affecting U.S. agricultural export sales is foreign tariff and non-
tariff barriers to U.S. products. The European Community's Common
Agricultural Policy, for example, provides for heavy subsidization
of high-priced EEC wheat and flour to make them competitive in the
world market. Even where subsidization is not formal, arrangements
for grain marketing provide opportunities for monopoly pricing.
Australia and Canada have wheat boards which control most aspects
of wheat trading, including the pricing, financing and marketing
terms for their exports.

The wheat boards in Canada and Australia are in a position to
enter into long-term supply arrangements, and have done so with the
People's Republic of China and the Soviet Union. Such arrange-
ments presumably have included favorable pricing and financing for
the buyers, but detailed information on the arrangements is not
available in the United States.

The Canadian wheat board has a monopoly over Canadian wheat
marketing, including transportation and exports. The Board finances
its operations with bank credits guaranteed by the government. The
Australian wheat board receives credit through the reserve bank of
Australia. The wheat boards have full authority to set prices on all
sales. By following the markets, they can determine what U.S. prices
are likely to be, and offer their wheat at a lower price. There have
been a number of examples of wheat board sales on concessional
terms and with repayment periods of more than three years.

Canadian grain is also subsidized by favorable rail transportation
rates for movement to export ports. The Australian wheat board
charters its own bulk carriers, thereby enjoying lower freight costs,
and the board follows a destination pricing scheme which enables
Australian wheat to be competitive in any overseas market.

The European Community uses export subsidies to reduce its sur-
pluses and strengthen prices, particularly in the Community's soft
wheat market. IndiVidual member countries of the European Com-
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munity offer long-term credit and low interest rates to make grain
prices even more attractive; financing is supplied through private
banks operating under a government subsidy scheme.

Brazil has used an indirect export subsidy for soybean products
Brazil provides funds at preferential interest rates to exporters in
proportion to their exports of soybean products. Exporters can relend
the funds on the domestic Brazilian market at substantially higher
interest rates and use the differential as a bonus with which they can
reduce their prices to foreign buyers of soybean products. Exporters
also received a government subsidy on domestic sales of soy products,
which helps them to make a profit on overall operations. Brazil also
provides a taz subsidy for all exports. Brazil has made various
changes in its subsidy programs recently, but the basic system remains
intact.

Rico exports have been subsidized by Japan, Thailand, Taiwan and
the People's Republic of China. Information on export subsidies is
limited, though, and the exact terms of various sales are difficult to
confirm.

The efforts of many countries to preserve inefficient domestic pro-
duction and the efforts of developing countries in particular to expand
agricultural exports hamper U.S. export growth. Reductions in for-
eign import barriers and export subsidies is the major avenue through
which IU.S. agricultural exports could be increased. Dr. William R.
Cline of the Brookings Institution testified before the Subcommittee
that: ". .. foreign protection is much more severe than U.S. protec-
tion. Agricultural quotas in Japan and variable levies in Europe limit
our exports .. . If the tariff equivalent of agricultural non-tariff
barriers were cut by approximately 40%o, U.S. agricultural exports
would rise approximately $50C million per year."

Improved financing programs could also help boost U.S. agricul-
tural exports. Other countries have greater flexibility in the kinds of
credit they are able to offer in order to obtain foreign sales. The De-
partment of Agriculture's Commodity Credit Corporation and con-
cessional food aid under P.L. 480 Title I financed about 5.6 percent
of 17.S. agricultural exports in 1976.

Witnesses appearing before the Subcommittee supported extension
of the maximum period for repayment of Commodity Credit Corpora-
tion (CCC) financing of U.S. agricultural exports from three years to
ten years. They also recommended making presently ineligible non-
market economy countries eligible for CCC credits. John W. Curry,
President of the National Corn Growers Association, estimated corn
exports alone would expand by 53% to approximately 2.9 billion
bushels by 1981 if CCC credit were provided to all non-market
economies.1 Curry and other witnesses recommended CCC financing
of infra-structure projects to handle U.S. agricultural commodity
imports in less developed countries. Witnesses agreed that expanded
CCC credits should not he subjected to U.S. cargo preference reouire-
ments which would increase costs, induce delays and add to adminis-
trative complexity.

The Agricultural Export Trade Expansion Act passed by the 95th
Congress should yield significant improvement in financing of U.S.

" 9pe ,lport Polewv hearings, pt. 8, p. 26.
U See Drport Poteo hearings, pt. 5, pp. 24-25.
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agricultural exports. CCC support will be available on ten-year terms
for limited purposes. Short-term credit will be available for the first
time for exports to the People's Republic of China. The Department of
Agriculture's Foreign Agricultural Service will be expanded and over-
seas representation upgraded. The Act closely parallels S. 3011, intro-
duced by Senator Adlai E. Stevenson on April 27, 1978.

Expanding exports from the world's most efficient producer, rather
than forcing U.S. taxpayers to subsidize decreased production and
suffer inflated prices, makes sense in a world plagued by food shortages.
The U.S. Government should strive to obtain greater and more stable
access to world markets, and to provide U.S. agricultural producers
with export support equal to that provided by other governments. By
negotiating elimination of foreign tariff and non-tariff barriers the
United States could increase beef exports to the EEC and Japan for
example, by as much as 1,000 percent (current U.S. per capita beef
consumption is nearly 18 times greater than beef consumption in
Japan).

The lTnited States faces increased competition in most foreign mar-
kets and products in the next decade, and should give increasing atten-
tion to measures which could reduce the production costs of U.S.
agricultural products. The United States should also remove self-
imposed export barriers, and may need to establish trading companies
in the agricultural area which can compete with the wheat boards and
grain boards of foreign competitors or empower the CCC to negotiate
with nonmarket countries. Larger grain reserves may also be needed
to enhance U.S. reliability as a supplier. But the principal necessity
is a reduction of foreign barriers to UI.S. agricultural exports.

CHAPrER 6.-U.S. GOVERNMENT PROGRAMS AND FACILITIES TO
SUPPOrr EXPORTs

A variety of U.S. Government programs and institutions are de-
signed to help U.S. producers compete more effectively in world
markets. However, the programs are uncoordinated, the institutions
underut' zed, and the overall effort insufficiently directed toward the
exporter. in greatest need of assistance.

The agency primarily responsible for trade promotion is the In-
dustry and Trade Administration of the Department of Commerce.
ITA attempts to educate potential exporters via media campaigns,
regular publications, and extensive contacts with private export pro-
motion institutions. It offers eounseling services on exporting in general
and advice on specific countries. In-depth reports on exporting tech-
niques, prospects for particular industries and business conditions
throughout the world are published regularly. Special reports on
U.S. products with sales potential in key overseas markets are also
distributed. Contact with foreign importers is encouraged through
the distribution of lists of overseas buyers and recruitment of foreign
buvers for trips to the United St*aes.

Overseas product promotion is attempted via exihibitions at TT.S.
Trade Centers and international trade fairs. Connselina assistance
and contact lists are provided to T.S. businessmen abroad. and market
opportunities for new I.S. products are negotiated with major foreign
department stores.
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Despite the range of ITA activities, the programs are not so success-
ful as they could be. Experienced firms are often the main beneficiaries
of Commerce Department efforts, seeking assistance not because they
need incentives to export, but to lower costs. Small firms and in-
experienced exporters are often unaware of existing programs, or
require specially tailored services the Department cannot provide.
The export promotion programs have suffered a 14 percent reduction
in real outlays over the past 7 years.

Overseas market information and direct assistance abroad (with
languages, customs, etc.) are regarded by exporters as two of the most
valuable services provided by the government, yet for these ITA must
rely heavily on cooperation from State Department Commercial
Officers stationed abroad. Despite the important role commercial sec-
tions play in the administration of Commerce Department programs
abroad, Commerce has no control over the selection, assignment, pro-
motion and support of Commercial Officers. Within the Foreign Serv-
ice hierarchy commercial posts have little prestige, and morale prob-
lems have repeatedly been reported.

More serious than the inability of the Commerce Department to
supervise administration of its overseas programs is the Department's
lack of control over export policy. Export activities are subject to
uncoordinated and sometimes conflicting demands from different gov-
ernment agencies. In the face of competition from countries like Japan
and Germany which achieve considerable coordination in these matters,
the inability of the U.S. to promote cooperative export expansion ef-
forts and synchronize export policies is a serious disadvantage.

Legislative efforts to enable U.S. exporters to compete with foreign
banks and cartels in overseas markets date back over sixty years. The
Webb Pomerene Act (1918) exempts the formation and operation
of Export Trade Associations from some prohibitions of the Sherman
and Clayton Acts, but its provisions have been singularly under-
utilized. Only 28 such Associations exist today, accounting for less than
3% of U.S. exports.

The principal reason for the Act's failure is its vagueness. Beeause
no definitive standards are prescribed for permissible activities. Webb
associations have repeatedly been challenged by the .Justice Depart-
ment. Facing the likelihood of an antitrust investigation and with no
clear idea of permissible activities and possible benefits under the Act,
firms have been reluctant to form Export Trade Associations.

The 1919 amendments to the Federal Reserve Act known as the Edge
Act sought to involve small and regional banks in the financing of ex-
ports,. thereby stimulating export opportunities throughout the colln-
try. It. allows banks to combine to form Edge corporations for the pur-
pose of engaging in international banking and export financing.

Although the number of Edge corporations has increased steadilv
since the Act was "rediscovered" in the late 1950s, it has not been ex-
ploited by the small and regional banks it was intended to serve. The
prime beneficiaries of the Edge Act have become the largest banks,
which have increasinglv made sophisticated use of the statute as a
vehicle for foreign equity financing related to lending or investment
policies of the parent bank, or for the acquisition of overseas banks and
financial institutions.
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Limitations on aggregai* liabilities, the types of business open to
Edge Corporations and tight reserve requirements have been among
the factors constraining widespread use of the Act in support of for-
eign trade. However significant changes in these provisions were made
in the International Banking Act of 1978.7

The Export-Import Banf, established in 1934, and its programs--
direct loans, financial guarantees, insurance and discount loans-are
discussed in detail in Chapter 4 of this report.

Although the clear intent of the majority of U.S. export promotion
programs and institutions is to provide assistance to small and inex-
perienced exporters, they have persistently failed to do so. Among
the 25,000-30,000 existing exporters, the 95% who are small and me-
dium sized still account for only 159% of total exports. The Department
of Commerce estimates an additional 20,000-30,000 small comlnanies
could export successfully, but have not done so, hampered by inexperi-
ence or unawareness of available opportunities.

In many respects, one of the most important impediments to the
active involvement of smaller companies in exporting is the incon-
sistency and confusion surrounding the few assistance programs of-
fered by the government to help exporters. One clear example of this
is the Domestic International Sales Corporation (DISC) Program,
establish in the Revenue Act of 1971, which offers exporters deferred
taxes on export income.

Although there is evidence small company exporters have increas-
ingly made use of DISC provisions since 197i. over 60%S of total DITSC
benefits have rone to parent corporations with more that 250 million
in assets. A Treasury Department analysis of the program concluded
the legal and accounting costs of complying with the complex DISC
legislation inhibited small company participation in the tax benefits.
Subsequent reductions in the program, and the possibility of its reci-
sion have further hindered potential small firm users.

Small firms are similarly ill-equipped to deal with the bureaucratic
requirements of the export license application process or to whether
attendant uncertainties and delays. They require special guidance
in coping with other legislative and administrative problems, as well.
Corporations with vast experience abroad and large legal staffs may
successfully avoid entanglement with antiboycott, corrupt practices,
human rights and environmental protection regulations which intimi-
date or ensnare smaller firms. Inexperienced firms. whether large or
small, often perceive these barriers as insurmountable.

Despite recent efforts of the Department of Commerce to focus its
support activities on small and inexperienced exporters. fore on trade
remains the province of the largest UT.S. corporations. Significant ex-
port expansion requires involving a much broader segment of the
American business community in exporting, and will depend upon a
more consistent and supportive U.S. Government export policy.

CRTAnra 7.-U.S. High Technology Exports1

Technologv is a key factor in TT.S. exports and has contributed
strongly to U.S. export growth. Technology-intensive products, as

n nee Chanter 4 of thMt report.
Tesltimony on thit subject 1 eotained Xi part 7 of the lubcoamlntW e hearDnps ald

pp. 45-150 of part S.
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measured by R&D input, account for approximately 40 percent of U.S.
exports. By contrast, R&D-intensive exports comprise only 28% of
the total exports of Germany, Japan, France and the U.K. Our con-
tinued export competitiveness is clearly tied to our comparative ad-
vantage in technological innovation and the production of high tech-
nology goods.

The Development of advanced technology is dependent upon high
levels of government and private R&D investment. However, govern-
ment support has dropped over the past 15 years, and private sector
expenditure has not increased sufficiently to offset this decline. More-
over, because the orientation of private sector R&D often differs from
that of government funded research, these cannot be viewed as inter-
changeable sources of support. Whereas private R&D tends to be
market-oriented with a short to medium-term payoff in view, only the
government is a significant investor in long term, basic research.

Spending by both the Federal government and business on R&D
performed within industry is most closely related to export competi-
tiveness. Although industry funding of this "industrial" R&D has
averaged a 3.8%o annual gain in real terms since 1966, the government's
share has declined an average 5.5% per year, and overall levels have
barely kept up with inflation. Research performed by industry for gov-
ernment agencies such as NASA and DoD has traditionally been more
"basic", yet it has led to some spectacular commercial applications-
the wide-bodied jet and integrated circuit technology are just two such
spinoffs.

U.S. investment in R&D as a percentage of GNP has declined 25%o
over the last 15 years,17 while foreign competitors have steadily in-
creased their R&D levels. The U.S. still leads, of course, in total R&D
outlays, but Japanese and German support for R&D as a percentage of
GNP has equalled that of the U.S. Moreover, foreign R&D tends to
be strongly oriented towards the development of commercially market-
able, and particularly exportable, products. Our high-technology ex-
ports are still a strong factor in our overall export performance, but
our positive balance in such goods is diminishing. Statistical studies
which show a significant correlation between R&D spending and ex-
port levels portend poorly for future U.S. exports if R&D spending in
this country continues its relative decline.

There is evidence that private sector R&D is inhibited by unfavorable
tax provisions and government regulatory actions. R&D investment-
especially in basic research-is a high risk venture and a function of
anticipated returns balanced against costs. If various legislative con-
straints (pollution controls, etc.) reduce the likelihood of payoff and if
tax incentives are as good or better for other investments (such as ad-
vertising) businessmen will invest less in R&D because there are more
attractive alternatives.

Foreign governments, recognizing the importance of basic research,
seek to minimize disincentives. Not only do they provide substantial
direct funding for commercially oriented R&D, they allow firms to pool
resources in cooperative research efforts. U.S. anti-trust laws, which
by and large prohibit such activity, may adversely affect our inter-
national competitive position. Collaborative efforts by U.S. firms may

IX It should be pointed out that this statistic distorts the ease slightly, because ONP
Is growing faster In the service sectors, which are leas R&D Intensive.
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be more than a good idea; they may be indispensable in order to re-
verse declining U.S. export competitiveness.

Export of high technology final products should be encouraged
because of tho immediate and long-term positive impacts on employ-
ment and the balance of payments. Exports of R&D-intensive equip-
ment used in the production of final products, when the manufacturing
know-how already exists in other countries, should also be encouraged.

A central U.S. Government department responsible for export
expansion, domestic industrial growth and maintenance of our long-
term innovative advantage might provide the mix of expertise, flexi-
bility, control and perspective necessary to move exports rapidly when
desirable and restrain them sensibly when it is in our long-term inter-
est to do so. The United States Government should at minimum seek to
establish a basic framework within which business can move q iickly
and confidently. Firms must be able to plan over the long-term, know-
ing that those elements of the cost picture determined by government
will not increase during the development stages of projects. As the
situation now stands, we are losing our competitive position in high
technology trade) .:.id uncoordinated Federal Government policies
make it tifficult to re. aedy the situation.

CHAPrTER 8.-FOREION BARRIERS TO U.S. EXPORrs

Rising protectionism has over the last three years alone caused an
estimated $50 billion decline from world trade potential." The United
States' share of this loss hbs been disproportionately high; according
to a recent Department of Labor study over 424,000 jobs and $7.5 bil-
lion in export sales have been blocked by foreign tariff barriers on
non-agricultural products.'s Put another way, elimination of these
tariffs could reduce unemployment by 12.5% and increase exports to
our major trading partners by 219%o. Tn Ambassador Wolff's words,

. . . codes of behavior that will accord to the U.S. the same degree of
openness in foreign markets that fee provide in the U.S. markets would
clearly yield major benefits for U.S. exports." 20

Tariff barriers appear to be used strategically by foreign competi-
tors to develop desired new industries rather than to protect inefficient
old industries. For example. Janan has high tariffs on color film and
computers. In the case of color film-years of protection have enabled
Japan to grow into Kodak's strongest competitor. In the computer
field, high tariff walls have been combined with large-scale g9vern-
ment funding for R&D and "buy national" procurement to foster the
development of an indigenous Japanese computer industry, now read v
to penetrate and perhaps ultimately sweep world markets as the
Japanese consumer electronics industry alre:ldy has.

Despite progress in "tariff liberalization" during the Kennedy
Round, the problem of non-tariff barriers, which is now perceived as
more serious than tariff barriers for many U.S. exports, did not re-
ceive sufficient attention. An extraordinary variety of non-tariff bar-
riers exist. Some are intentional, some unintentional and many im-
possible to definitively categorize. Bourbon (from grain) is considered

R' See Export PoliYv hearings, Part 8, p. 2, Testimony of Alan W. olff, Deputy 8pecia
ReorOsentative for Trade Negotiations.

R see E.'port Pnocy hearings. Part 8, pp. 18-19.
mOp. oit., p. 19.
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injurious to health in France and therefore cannot be advertised, while
Cognac (from grapes) is healthy and can be. The most common noll-
tariff barriers include government procurement pclieies, regulations,
standards, customs Procedures, border tax adjustments, quantitative
restrictions and direct or indirect export subsidies.

Government procurement is relatively open in Germany and the
U.S., but in most foreign countries domestic suppliers are given signifi-
cant preferences. In many nations government procurement practices
are more % matter of tradition than policy-buying foreign nlade
goods is viewed as disloyal.

Japan concentrates most trade in the hands of a few trading com-
panies. Intimate business/government relations allow for unwritten
import-reducing policy actions. In the developing countries "discre-
tionary" import licensing is widely used and abused. In the non-market
economies, state trading companies select imports as well as exports
without necessarily basing their actions on relative prices.

The trade barriers presented by product standards and regulations
are similarly difficult to deal with. Inspection for health certificates,
for example, may be required according to a given country's laws
during the production proces8-amounting to a total barrier to trade.

Border tax adjustments are considered by our electronics industry
to be "the most pervasive and strongest of trade barriers erected
against (its) products.* According to testimony, the problem is not
being addressed in the current MTN negotiations.

It will take vigilance and strong bargaining just to maintain our
world export potential in the face of these subtle and sophisticated
barriers. Remedies outside of the MTN are difficult to perceive. One
witness could only suggest that 22 Congressmen individually be firmer
in talking to foreign visitors. The U.S. must not lose sight of the basic
strength of its competitors-a more cohesive attitude towards exports
with close government/business cooperation. Ambassador Wolff sug-
gested should the negotiations fail, "we as negotiators have no reason
to oppose retaliatory procurement policies, an expansion of Buy Amer-
ica domestically." 23

Protectionist measures tie resources to less productive uses, restrict
growth of productive sectors, and entail high costs for the consumer in
the form of reduced choices and increased prices. Thev additionally
tend to transmit recession, divide the world politically and contribute
to general stagnation. The potential gains from freer world trade are
immense, and far outweigh the hardship and dislocation caused par-
ticula'r domestic industries and geographic areas. However, unless ad-
eauate adjustment assistance is provided. formidable domestic politi-
cal pressures can block trade liberalization efforts.

The success of the MTiN package r.mla depend upon a stronger U.S.
bargaining position when faced with foreign violations of the new rules
of conduct. A vast array of U.S. export support mneasures, either in ef-
fect or available if needed, would strengthen the U.S. negotiating po-
sition. Instead of retaliating with trade restrictions which raise import
costs and hurt Anlerican consumers, the U.S. could be in a position to
respond with export incentives which expand trade and create U.S.
jobs without inflation.

n Op. cit., p. 32.
2 Op. cit., p. 12.

as Op. cit., p. 13.
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CHAPTER 9.-RECOMMENDATIONS

The United States is awakening slowly to the fact that U.S. com-
petitiveness in world markets is slipping. Not only Japan and the
Western European countries, but also the developing countries of
Latin America, Asia and Africa, are becoming strong competitors for
U.S. producers across the full range of industrial and agricultural
products and services.

Floating exchange rates alone cannot restore U.S. trade competitive-
ness. Nor can the United States afford to permit the international value
of the dollar to erode indefinitely; the cost in domestic inflation, capital
outflow, OPEC oil price increases and declining international confi-
dence in the United States would be intolerable. As long as the dollar
is the sole reserve currency and its value is uncertain, levels of mterna-
tional trade will be diminished. A strong national export policy is
needed to strengthen the dollar as well as reduce the trade deficit.

The Subcommittee recommends the following actions: (1) organize
the Executive branch to conduct a co-ordinated, forceful U.S. export
policy; (2) facilitate organization by U.S. industry and agriculture
to expand exports; (3) redirect and expand existing export promotion
programs; (4) provide efficient tax and non-tax incentives for research
and development and innovation, as well as exports, by U.S. industry
and agriculture; (5) expand export financing to meet foreign com-
petition; (6) negotiate reductions in foreign barriers to U.S. exports;
and (7) reduce U.S. Government restrictions and disincentives im-
posed on U.S. exports.

EX}ECUTIvE BRLA(NCII ORGANIZATION '1O SUPPORT EXPORTS

The United States alone among the major trading countries has no
single government agency with authority and responsibility to advance
its trading interests. Other countries rely upon trade ministries to help
their exporters investigate markets abroad, develop new export prod-
ucts, coordinate export bidding, arrange subsidized finalxing, insur-
ance and shipping and bargain with foreign governments to assure
market access.

Two approaches are possible to organizing the iFederal Government
to support exp.rts. A new Department of Trade incorporating most
trade-related government activities could be established, or an Office of
International Trade could be established in the White House with au-
thority to orchestrate the trade-related actions of all government
agencies.

Creation of a Department of Trade need not entail additional Cab-
inet posts nor additional expenditures. The Office of Special Trade
Representative, a Cabinet office, could be merged with the trade func-
tions of the Departnlents of Agriculture, Commerce, State and Treas-
ury to create a new department which could absorb the International
Tra(le Commission and Export-Import Bank as well.

An alternative would be to expand upon the STR's Office, giving it
authority not only over trade negotiations, but also to coordinate ex-
pI'Ot promotion caid trade disputes. The unhappy experience of the
Council on International Economic Policy may have unduly discour-
aged consideration of this alternative. What CIEP lacked in statutory
authority and support from the President are not defects inherent in
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the concept of a White House office to manage international trade
policy.

The International Finaince Subcommittee has not held hearings on
possible reform of executive branch organization to support exports,
but its export policy hearings do point clearly to the need for U.. ex-
porters to receive more centrally co-ordinated U.S. Government sup-
port. It would appear particularly useful to merge the system of com-
merical officers provided by the Department of State with the system
of export promotion operated by the Department of Commerce. A
career service in international trade should be established even if no
other reorganization steps are taken. International trade specialists
of the highest caliber are more likely to be attracted and retained by
a career service which offers rotating assignments abroad, in Washing-
ton, and in U.S. field offices.

OI.ANIZINGO U.S. INDUSTRY AND AORICULTURE TO EXPORT

United States policy has long been inconsistent toward organizing
U.S. industry and agriculture to meet competition in foreign markets.
U.S. antitrust law applies beyond U.S. borders to prevent combina-
tions which could restrain trade within the United States. The Webb-
Polnerene Act of 1918, authorized the formation of export trade as-
sociations so long as they did not reduce competition within the United
States. The purpose of Webb-Pomerene was to enable U.S. exporters
to compete more effectively against foreign cartels. However, the vague
wording of the Act and narrow interpretations by the Justice Depart-
ment, the Federal Trade Commission, and U.S. Courts have dis-
couraged formation of export trade associations.

The Webb-Pomerene Act could be revised to expand the scope of
permissible activities by export trade associations; services such as
engineering, construction, insurance and finance, could be included.
The Justice Department could be required to issue clear guidelines and
offer advisory opinions on interpretation of the Act. The Commerce
Department could be directed to assist and encourage the formation of
export trade associations. U.S. exporters could be explicity permitted
to form consortia to bid on major foreign projects abroad, as their
foreign conmpetitors are permitted to do.

But Webb-Pomerene may be too weak a reed on which to rely
reliance for organizing U.S. exporters. The United States needs trad-
ing companies able to organize the exporting efforts of small and in-
experienced U.S. firms, to conduct marketing on a global basis and
absorb exchange rate fluctuations, just as Japanese and Korean trad-
ing companies do. Anti-trust law should be modified as necessary to
permit formation of such trading companies. Informal interpretation
of anti-trust law will not suffice--most firms will not take even a small
risk of incurring criminal penalties, nor should they. Grey areas in
anti-trust law are nminefields for the unwary; clearly demarcated
boundaries are needed.

Export trading (ompanies should be free to market goods and serv-
ices around the globe and their profits should be eligible for tax de-
ferral, that is, not be taxed until distributed in the United States. Onlv
with such freedonl of maneuver can U.S. producers take on the Japa-
nese trading companies and bidding consortia organized by European
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governments. The United States should contirue international efforts
to reach agreements restricting export cartels, but U.S. exporters and
the U.S. economy can no longer afford to bear the full cost of foreign
recalcitrance on anti-trust practice.

REI)n:CTIXOG sAN-x EXPANDINr, Gso .S. EXProrTT PRroTION- PRcRAMS

I'The Commerce Department has recognized that its export promotion
efforts need to l)e targeted more toward new-to-export and new-to-
market firms.24 Smaller, less experienced firms would be major bene-
ficiaries of improved export promotion services because such firms
have less acc(.es to private sector exporting information services and
less opportunity to travel abroad an(r to meet potential foreign buyers.
Commerce has developed a strategy for redirecting its services to better
meet such objectives, but funding levels are inadequate at present to
permit significant improvement in export promotion activities. Con-
gress should appropriate sufficient funds to the Commerce Departve t
for fi-cal year 1980 to enable the Department to carry out an expanded
.;nd reoriented export promotion program. Comlmerce slloullld give
greater attention to exports of services, which promise to be a grow-
ing portion of U.S. exports. U.S. service industries have special needs
by way of export support, and Commerce should be organized to meet
those needs. Commerce should provide loans to small firms and export
associations to cover initial marketing costs in new export markets and
for new-to-export companies. Repaymnent would he based upon export
sales. The Commerce Department should work more effectively within
the United States through its District Offices and State and local trade
and economic development offices to reach companies with export. po-
tential but lacking export experience. Both at home and overseas Com-
meree should concentrate its efforts on new exporters and new, rapidly
growing markets.

Business has a responsibility to provide for self-education, as well.
The professional business associations have given little attention to
export education for their members. Expcrienced industrial firms and
banks should conduct programs through their subsidiaries and cor-
respondent banks to deliver exporting assistance to firms outside the
major cities. If relations between Government and business were more
cooperative, instead of adversarial, the Commerce Department, Ex-
port-Import Bank, Treasury Department and Federal Reserve Board
would join with the business associations in fostering and conducting
an export expansion drive.

PROVITDIN EFFICIENT INCENTIVES FOR R. & D. INN.OVATION, A.ND

EXPORTS

Tax incentives should be used to stimulate higher levels of research
and (levelopment than would otherwise oceur in our "maturing"
economy, an(i to encourage producers to make the extra effort required
to enter foreign markets. Tax incentives may also be justifiable to en-
able U.S. producers to match European and Japanese competition in
tlhird country markets as long as competing countries continue to pro-
vide significant tax incentives to their exporters.

24 iSp "EIxport Promotion Strategy and Programs", pp. 198-429 of BDport Pouotl hear-igns, Pt. 6.



44

The United States has three tax policies which encourage exports:
DISC, deferral on foreign corporate earnings, and Section 911 tax
relief for certain personal income earned abroad. DISC may not be a
particularly efficient incentive but exporters believe DISC is essential
to profitable exporting. Removal of DISC without providing a supe-
rior tax alternative could lead to a large reduction in U.S. exports.
Accordingly, DISC should be retained until another, more efficient tax
incentive can be put into effect.

The export benefits of DISC could be expanded in two ways. Smaller
companies not directly involved in exporting but supplying parts and
components used in exports can set ups DISCs to sell to the exporting
firms. In this way the benefits can trickle down to smaller businesses.
Use of DISC in this way is permissible at present, bur; has received
little encouragement from the Government. Small firms may be un-
aware of this opportunity and may also be discouraged by the require-
mient that DISCs be formally incorporated. The incorporation require-
ment seems a needless expense for firms to incur.

Second, the money flowing into DISCs could be recycled to finance
additional exports if it could be re-lent to other firms or foreign pur-
chasers. The Export-Import Bank could use its resources in parallel
with DISC funds to multiply the export punch of the DISC incentive.

DISC violates GATT rules and may come under further pressure as
a result of the subsidies code being drafted in the Tokyo Round. If
DISC is barred, Congress should study alternatives, including a valuh-
added tax with rebates for exports. The VAT system is widely used
abroad, is consistent with GATT rules and could be used to fund a
portion of social security benefits. VAT is often criticized as being
inflationary as well as legressive in impact; however, these effects could
be mitigated if VAT were adopted in conjunction with other tax
changes. Many foreign countries have adopted VAT systems within
the past two decades and their experience should help Congress deter-
mine what costs and benefits VAT would entail for the United States.

Another alternative to DISC would be to defer taxation of export
sales abroad attributed to an export sales subsidiary. At present the
United States attempts to restrict use of such "tax haven' arrange-
ments by requiring such income to be reported as current earnings. The
U.S. practice reduces the export incentive effect of the general deferral
of taxation on income earned abroad, contrary to the practice of other
governments. To be most effective, U.S. policy should encourage the
formation and use of export sales subsidiaries by consortia of U.S.
firms.

Section 911 of the Internal Revenue Act provides exemption for
some forms of personal income and expenses by U.S. citizens working
abroad. Favorable tax treatment is an important export incentive iD
the engineering and construction industries, which in turn stimulate
additional U.S. goods exports. The effect of Section 911 on U.S. ex-
ports requires careful examination and the tax incentive should not

be reduced prematurely.
Over the long term, the most significant way to promote exports is

to improve U.S. industrial competitiveness by encouraging innovation
and productivity growth. The unportant circularity of causation be-
tween trade and domestic industrial growth should be more widely
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recognized, and U.S. industrial and export policies should be corre-
spondingly integrated. The President's annual Economic Report
should contain a section specifically reviewing developments in capital
formation and research and development, with evaluation of the export
implication of such develQpmernts.

In particular, the pivotal importance of innovative small businesses
and research-intensive Industries should be acknowledged. Tax policies
and securities regulations which have seriously affected the rate of
formation of new ventures need reconsideration, and incentives used
in a number of foreign countries to stimulate R. & D. should be
investigated.

For example. several Western countries, including Canada arid West
Germany, allow immediate write-off of research-related capital invest-
ments. The West Germans also permit R. & D. venture companies to
depreciate up to three times the original investment in the venture
before being subject to corporate income taxation.

An investment tax credit for research and development expendi-
tures on "intangibles" could stimulate higher levels of R. & D. Another
possibility would be to increase the existing investment tax credit for
capital expenditures that are research-related. Alternative incentives
could involve accelerated depreciation for capital equipment embody-
ing new technology or capital with research and development uses.

Industrial innovation is hampered by barriers to cooperative re-
search imposed by the government in the name of competition. The
extent to which current antitrust restrictions and Justice Department
policies inhibit industry from collaborating to make optimal use of
R. & D. resources should be reassessed. Indeed, it is time to move
beyond the traditional adversarial government/industry relationship
and examine the possible gains from cooperative research institutes,
funded by business and government, with university participation.
Such three-way cooperation has been successful in basic research efforts
in the past; work in a broader range of areas, including the develop-
ment of commercial technologies. should be explored.

More effective commercialization of existing federal research would
also be beneficial for exports. Greater industry involvement in the selec-
tion and management of government f unded projects could help insure
that the results are commercially viatble. Restrictive agency patent
policies, conflict of interest rules and other impediments to innovators
working on federal contracts demand reconsideration.

Finally, the United States must awaken to the fact that technology
transfer is no longer a one-way street. In an age where two-thirds of
all research and development takes place outside the United States, our
channels for acquiring foreign technologies and scientific information
are woefully inadequate. The United States has, relatively, far fewer
science attaches abroad than do European countries, Japan and the
U.S.S.R. Moreover, the activities of IU.S. science attaches are largely
oriented to the administration of science agreements rather than the
search for foreign-developed advanced technologies. The links between
science attacheis and U.S. firms operating abroad are weak, where they
could be immensely valuable. There is little sense of the potential
commercial gains from encouraging and assisting U.S. firms to obtain
foreign technologies. Bolstering the commercial awareness of science

44.-398 0 - 79 - 4
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attaches and strengthening the technological awareness of commer-
cial attaches in order to improve the two-way flow of technology are
far more promising strategies than trying to limit the outflow of
American technology.

EXPANDING EXPORT FINANCING

The Export-Import Bank and the Commodity Credit Corporation
are the primary U.S. government institutions providing financing -for
U.S. manufactured and agricultural commodity exports respectively.
Both face political as well as economic constraints on funds and the
markets in which they can operate-constraints not faced by corre-
sponding institutions in competing countries.

Eximbank is required to obtain approval in an appropriations Act
each vear for its level of direct lending. The Office of Management and
Budget has tended to regard Exintbank as a drain on the Federal
budget despite the Bank's essFntial role in expanding U.S. exports, and
thereby, profits, employmenit and Federal tax revenue. The budget pro-
posed for fiscal year 1980 would permit the Bank to provide only one-
third of the direct loans for U.S. exports expected to be requested from
the Bank. Because Bank support is the determining factor in two-
thirds of the export sales it supports, and because the value of the
exports supported averages twice the value of the Bank's direct loans,
as much as 10 to 15 billion dollars in U.S. exports may be foregone
due to the ceiling imposed on Eximbank activity in fiscal year 1980 by
OIB.25 Congress should increase Eximbank's direct loan authority
for fiscal year 1980 to 12 billion dollars from the 4 1-;llon level ap-
proved by OMB. Congress should also review the budgetary treatment
of the Bank to determine whether such treatment accurately reflects
the fiscal impact of Bank activities.

Eximbank policies should also be changed to increase the support it
can provide for U.S. exports. The Bank should end its practice of re-
turning an annual "lividend" to the U.S. Treasury. 'o 'public pur-
pose is served by shuffling U.S. Government funds from one account to
the other. Eximbank need not perpetuate a fictional financial inde-
pendence. All the Bank "profits" should be added to Bank reserves
available to meet possible default by foreign purchasers.

Eximbank should also consider adopting some of the export-
supporting programs offered by foreign officlal credit agencies: per-
formance bond guarantees, financing for prefeasibility studies and in-
creased local and foreign content financing. The Bank should abandon
its 5 million dollar threshold for direct credits and financial guaran-
tees, because the threshold limits access to the Bank by small exporters
The Bank should consider joint export financing activities together
with counterpart institutions in other exporting countries.

Congress should make Eximbank and CCC support available, sub-
ject to periodic review, to all countries with which it is U.S. policy to
encourage trade. Large potential markets for U.S. goods and services
are being conceded to foreign competitors because Eximbank and CCC
cannot assist U.S. exports to certain countries

e Ten billion dollars In lost exports would represent 20 billion dollars In lost ONP, Abillion dollars In lost tax revenue, and 400,000 lost Jobs.
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Another area of growing competitiveness is the provision of low-
interest, long-term loans to poorer developing countries for capital
goods imports. Except in rare instances, Eximbank cannot afford to
match foreign credits to developing countries which combine conces-
sional development support with export financing, so-called "mixed
credits." In addition, many developing countries would like to pur-
chase goods and services from the U.S., but cannot meet the Bank's
normal credit standards.

To meet this dual challenge, Congress should authorize a new Bank
program to provide export financing for sales to countries with per
capita income below $1,000. Financing could be provided on normal
Bank terms; however, the Bank could offer such terms as necessary to
match foreign competition. An initial authorization and appropriation
of $500 million in capital should be provided for the program.

Private financing of U.S. exports will be assisted by changes incor-
porated in the International Banking Act of 1978 which liberalize
usage of Edge Act Corporations for export financing. The Federal
Reserve Board should promptly issue revised regulations putting the
new Edge provisions into effect, aid the Commerce Department to-
gether with the Treasury Department and the Federal Reserve Board
should launch a program to educate U.S. businesses in the formation
and use of Edge corporations to finance exports.

N!EXOTIATING REDrCTIONS IN FOREIGN BARRIERS TO U.S. EXPORTS

The export implications of the trade agreements negotiated at Ge-
neva should be reviewed thoroughly by the Congress. The Subcom-
mittee on International Finance will hold hearings on the agreements
later this year.

Many of the non-tariff barriers which thwart U.S. exports will not
be removed automatically by adoption of the trade agreements and
the accompanying codes of behavior. A continuing effort to compel
implementation of the codes will be required, and many disputes will
arise which can only be resolved through bilateral negotiation. Con-
gress should give particular attention to the mechanisms for imple-
menting the trade agreements and insuring compliance with the codes.

Agriculture is the sector which suffers most from foreign non-tariff
barriers and has the greatest long-term promise for U.S. export
growth. The United States Government should increase its pressure
on foreign governments to admit U.S. agricultural products, if nec-
essary, by linking U.S. action on manufactured goods imports to for-
eign actions affecting U.S. agricultural exports.

Congress should re-examine agricultural policy to consider replac-
ing a system of price supports and set-asides which pays farmers not
to produce with a system of target prices and cash payments which
encourages food production, holds down food prices, and stimulates
agricultural exports. Meat is the most efficient means for the United
States to provide protein to the rest of the world. Grain-fed meat
exports would benefit from lower feed costs under a target-price
system, and so would U.S. consumers.

The Commodity Credit Corporation should be authorized and di-
rected to serve as U.S. agent in grain sales to non-market economies.
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CCC could match the deals arranged by the Canadian and Australian
wheat boards.

When the Tokyo Round of trade negotiations is finally concluded,
it will be time for another. The Tokyo Round negotiations open the
doors to a series of new negotiations. Non-GATT members have trade
barriers, too, which should be tackled in multilateral negotiations
Special trade facilitation committees mav be needed to clear trade
complaints arising under the proposed GATT codes. U.S. export
incentives have a vital role both in helping U.S. industry and agri-
culture to fulfill the promise of the MTN package, and in insuring
that other countries keep their part of the promise.

Congress should adopt a package of export-stimulating measures
to accompany the trade agreements. United States producers should
be given maximum encouragement to exploit the export opportunities
expected to result from the reduction of tariff and non-tariff barriers.

REDUCING U.S. GOVERNMENT DISINCENTIVES TO EXPORTS

Exporters assert that the biggest incentive the United States Gov-
ernment could provide to exports would be to reduce the many export
restrictions and disincentives it imposes. U.S. exporters face export
controls, anti-trust, anti-bribery, human rights, environmental review
and other restrictions not faced by their competitors. Congress should
resist the impulse -to restrict exports to countries whose internal or
external policies do not meet U.S. standards and objectives, when
restrictions would prove ineffective.

Testimony received by the Banking Committee suggested that
unilateral efforts by the United States to exert economic leverage
on foreign governments through export restrictions have generally
been unsuccessful.26 In many cases other countries have captured the
export business and it is questionable whether -. S. foreign policy
objectives have been advanced.

Congress should review the statutory and regulatory restrictions on
U.S. exports to determine whether such restrictions accomplish pur-
poses outweighing their economic cost. In many cases it may prove
possible to design alternative approaches which serve U.S. moral and
foreign policy concerns without sacrificing market opportunities. A
place to begin is with revision in 1979 of the Export Administration
Act.

Delays in export licensing decisions pursuant to thre Act are a
significant cause of U.S. export loss. Exporters should be informed
of the specific reasons for license delays or rejections. Because U.S.
licensing policy is often unclear, foreign purchasers come to regard
the U.S. as an unreliable supplier. In areas of rapidly expanding
technology, the control levels should be revised more frequently. Too
often the Commerce Department responds to a rapidly evolving state
of the art around the world only when deluged by license applications
which should not have been required in the first place. If the Execu-
tive departments will not devise a more efficient way to provide essen-
tial monitoring and control without excessive disruption of U.S.
exports, Congress must.

The restrictions in the Trade Act of 1974 and the Export-Import
Bank Act on granting nondiscriminatory trade treatment and credits
to communist countries should be amended to permit expanded trade

I See hearings on the uoe of Report Oreditr and Oontrois for Poregno Pol1cy PurpoNes,
Committee on Banking, Housing and Urban Afair, Oetobor 10 and 11, 1978.
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and credits subject to periodic review by Congress and the President
of relations with such countries.

The President's Executive Order reguiring environmental reviews
of many U.S. exports threatens to discourage exports without en-
couraging environmental protection. Regulations to be issued pursuant
to the executive order should be subject to careful public scrutiny as
provided in the Administrative Procedure Act. Agencies should pur-
sue international efforts to encourage environmental protection to the
maximum extent feasible rather than imposing unilateral environ-
mental reviews. The President should revise his order to authorize
U.S. Government review of the environmental effect in a foreign
country of U.S. exports only upon the request of the foreign govern-
ment, and to require consideration of foreign availability and the
reputation of the U.S. as a supplier before proceeding with any envi-
ronmental review pursuant to the order.

INTERNATIONAL FINANCE AND U.S. EXPORTS

Competitiveness will avail the United States little if the world is
insolvent. The problem of financing economic growth throughout the
world is beyond the scope of this study, but not beyond the scope of
this subcommittee's interest. Global institutions of finance and trade
are needed as urgently as a U.S. export policy. The Bretton Woods
system has been seriously undermined, but the world awaits U.S.
leadership to develop a replacement. The world monetary order should
be expanded, as well as stabilized. In addition, the United States should
lead in the creation of new global institutions to deal with the resource
problems of an interdependent world and the economic development
of the poorest countries.

These objectives intertwine. Developing countries today purchase
more of the U.S. capital goods than do Europe, Japan and the East
Bloc combined. These countries also represent our fastest growing
export markets. An increased commitment to development assistance
and international scientific and technological cooperation should be
made, not out of a sense of short-term political expediency, but with
the conviction that these directions unchallengeably advance the long-
term economic and political interests of the United States. The poten-
tial is clear, but the U.S. response is not. We must act bAfore these
goals are preempted by policies too narrowly conceived to serve an
interdependent world.
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ADDITIONAL VIEWS OF SENATORS WILLIAMS,
CRANSTON AND TSONGAS

We want to commend Senator Stevenson, chairman of the Subcom-
mittee on International Finance, for the thorough and probing hear-
ings he held last year on U.S. export policy. The subcommittee's report
on these hearings will provide invaluable guidelines as the Congress
explorls walys to improve U'.S. export performance.

While wne generally concur with the findings detailed in the report,
we cann6t endorse all of the recommendations contained therein.

In particular, we do not agree with the recommendation that the
provisions of the Trade Act of 1974 applicable to the granting of non-
discriminatory trade treatment to communist countries be amended.
We believe thlat sufficient authority to expand trade and credits with
nonmnarket economv countries exists under the terms of section 402,
also known as the .Jackson-Vanik amendment. The President can, by
exercising his waiver authority when necessary and advisable, achieve
those objectives in accordance with the provisions of current law and
with the concurrence of Congress. In our judlgment, it would be both
unwise and unnecessary to recommend at this time that the law be
altered.
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ADDITIONAL VIEWS OF SENATOR HEINZ

This report represents the substance of 11 days of hearings and
submissions from both the Government and the private sector on ex-
port policy problems. As such it is both comprehensive and definitive
on a subject which has increasingly become a focus of policy debate
since the hearings were held last spring. As the monthly trade deficit
figures were announced last year, each grimmer than the last, and as
the dollar continued its dramatic decline, the Nation as a whole began
to realize what members of this subcommittee have been saying for
some time-that these events have had a serious adverse impact on our
economy, most notably contributing significantly to inflation, and that
one sensible means of dealing with the deficit is to increase our exports.

With some notable exceptions, the value and potential of exports
have been unappreciated by many American businessmen historically
used to relying solely on domestic sales. Exports represent a smaller
proportion of our total economic activity than other industrialized
countries, but an improvement in that performance inevitably rests
upon convincing businessmen that the export market is lucrative from
an economic point of view and viable from a practical point of view.
That is, we must convince our businessmen that they can make monev
exporting and that the costs-both economic and bureaucratic---will
not outweight the benefits.

Realizing this change will depend on direct contact with individual
entrepreneurs in order to make a persuasive case. Such persuasion,
however, will be helped immeasurably by the substantive recommenda-
tions in this report. While I cannot endorse all the recommendations
at this time, on the whole I believe they will do much to improve the
exporting climate in the United States and put exports in their right-
ful place in our economy.

Of particular importance among the report's recommendations are
the reorganization of the executivebranch into a Department of Trade
(whether it would be a Department of International Trade and In-
vestment as Senator Roth conceived in his legislation, which I am
cosponsoring, or some other approach is a question for separate study)
and the streamlining of the bureaucracy, particularly our export
licensing procedures, so that our own controls serve real policy pur-
poses rather than simply tie our hands with red tape.

Interesting businessmen in exporting means both making it easy for
them to get involved-as reorganization and streamlining could 'do-
but also making it profitable for them. This means more effective in-
centives, through the Export-Import Bank so we can compete finan-
cially with other nations, and through tax incentives. Though a case
can be made that DISC has been of only marginal help to smaller
businesses and that most of the benefits have gone to larger established
firms, it nonetheless is the best thing we have at the present time and
thus has both a symbolic and substantive significance. Eliminating
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DISC would be a clear signal to our exporting community that their
activities really do not have a high priority in our economy. We can
ill afford to send that signal at this time, although I am told that
administration dislike of DISC has already created uncertainties about
its future and therefore some reluctance to begin to use it. I do, how-
ever, agree with this report's conclusion that we can do better, and
I urge prompt study both of proposals for a value added tax and
the use of tax deferral by export sales subsidiaries.

The recommendations in this report add up to substantially more
than the President's proposals, which have been accurately described
as "modest." The Carter administratiot is clearly committed in princi-
ple to expanded export activity, but the limited nature of the Presi-
dent's recommendatioins show his reluctance to take the necessary

ractical steps, and pay the necessary costs, to achieve the objectives.
It is a fact that incentives are going to cost money, that reorganization
will intrude on bureaucratic fiefdoms, that streamlining our export
licensing procedures will impinge upon other policy objectives, that
more aggressive competition for export sales through more extensive
Export-Import Bank activity may irritate our trading partners
(largely the same ones, incidentally, that are dumping subsidized
products in this country).

An effective export promotion policy necessitates a recognition of
these facts and a commitment to bear their costs. Senator Stevenson
and I. among others, are prepared for that and believe the overall
benefits will outweigh these costs. I am concerned that the administra-
tion mav believe it can accomplish the same thing on the cheap-
through'half steps that don't significantly change existing policies and
relationships. This report should make clear both the importance to
our economy of achieving the goals we have all agreed on and the
possibility of meeting them through half measures.
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ADDITIONAL VIEW OF SENATOR KASSEBAUM

As I did not participate in the hearings or study leading to the
preparation of this report, I feel it would be inappropriate for me to
either endorse its recommendations or refrain from endorsement. How-
ever, I do note that the report contains suggestions which will require
committee action and I certainly look forward to the challenge of find-
ings ways to improve American trade policy, particularly as it relates
to the export of agricultural products.
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UNITED STATES SENATE,
Washington, D.C., April 11, 1979.

HON. ROBERT STRAUSS,
Specitl Representative for Trade Negotiations,
Washington. D.C.

DEAR Boa: Your letter of April 4 is reassuring with respect to the effect of the
proposed export subsidies code on the competitive position of the United States. For
the sake of further clarification, could you or your staff respond for the record to
the following?

1. Would legislation to encourage formation of U.S. export trading companies
which provided that trading company profits would be taxed only upon distribution
to shareholders be permissible under GATT rules and the proposed subsidies code?
An outline of provisions embodying this concept is attached for your review.

2. Would legislation which provided a tax credit to export trading company
shareholders for any losses in the initial five years of operations, which would be
recaptured as profits are earned, be permissible under GATT rules and the proposed
subsidies code?

3. Would legislation which authorized a Federal government agency to make
loans to export trading companies to finance start-up losses during the initial five
years of operations be permissible?

4. Would enactment of S. 864, the Export Trade Association Act of 1979, a bill
introduced by Senator Danforth and others, and referred to the Banking Committee,
raise any difficulties under GATT or the subsidies code?

5. You noted in your letter that export financing consistent with the terms of the
OECD Export Credit Arrangement is not prohibited by the subsidies code. Is export
financing which is inconsistent with the OECD Export Credit Arrangement or
outside the scope of the Arrangement prohibited?

6. Enclosed please find a copy of a May 1973 report prepared by the Department
of Commerce which lists nontariff barriers to trade used by foreign countries. Please
annotate the list to indicate with respect to each trade barrier whether the practice
will be halted, modified, or left unchanged by the proposed MTN codes.

7. Enclosed please find a copy of part 3 of hearings on Export Policy held last year
by the Subcommittee on International Finance, which includes at pages 143 through
201 an analysis of export subsidies offered by six major trading countries. Please
indicate with respect to each subsidy whether the proposed subsidies code or other
provisions of the MTN package will secure removal or modification of the subsidy.

I want to thank you and Ambassador McDonald for your generous assistance to
the Subcommittee in its review of the export implications for the United States of
the proposed agreements.

With best wishes,
Sincerely,

ADLAI E. STEVENSON.

THE WHITE HOUSE,
Washington, D.C., June 29, 1979.

Lion. ADLAI E. STEVENSON,
U.S. Senate, Washington, D.C.

DEAR SENATOR STEVENSON: I am pleased to supplement my earlier statements to
you and those of my colleagues on the possible impact of the MTN in the promotion
of U.S. exports. I cannot presume to answer all the detailed aspects of your ques-
tions. To do this, I think it may be useful to arrange a meeting between your staff
and Dick Rivers, our general counsel, who was responsible for negotiating the
subsidy code.

With respect to the tax treatment of export trading companies envisioned in your
letter, a number of subsidy code provisions are relevant. I have enclosed a copy of
the code for your reference. First, the subsidy code deals with subsidies, especially
export subsidies, granted on products. Any subsidy found to exist, therefore, must be
related to the sales or distribution of a product. Second, the code does not undertake
to define the concept of a subsidy or export subsidy. Instead it relies on illustrations,
an approach that will require study, discussion and case law to supplement. As a
start, the annex to the code contains an illustrative list of export subsidies. It is this
section that provides guidance on the types of practices that are or could be subject to
the code's discipline.

One of the illustrative examples of export subsidies in paragraph (e) of the annex
is as follows: "The full or partial exemption, remission, or deferral specifically
related to exports, of direct taxes ... paid or payable by industrial or commercial



55

enterprises." Thas, in your examples, altering the point of taxation (i.e. havingcompany profits taxed upon distribution to shareholders) would not necessarily
constitute an export subsidy.

Specific tax exemptions related to exports, however, could be regarded as prohibit-
ed subsidies. With respect to tax credit for losses, to 'he extent that such credits areconsidered a tax deferral to be recaptured as profits are earned, it may beconsidered an export subsidy. Nonetheless, a footnote "2" to section (e) states that taxdeferrals ". . . need not amount to an export subsidy where, for example, appropriate
interest charges are collected." The final answer to whether such a mechanism would
be considered an export subsidy would depend on all its specific elements.

As a rule, questions of organization for export, i.e. through export associations,
would not be considered export subsidies under the subsidies code.

The availability of government funds is not necessarily regarded as a subsidy.
While there is no specific section of the agreement that addresses your point,
section (k) of the annex may be indicative. This section notes that export credits
provided by governments at "rates below those which they actually have to pay forthe funds so employed or the payment by them of all or part of the costs incurred
by exporters or financial institutions in obtaining credits...." would be regarded
as an export subsidy. The critical questions are the terms at which such funds are
made available and the relationship of the funds to the exported product.

As section (k) of the annex indicates, if a signatory to the subsidy code is a party
to the OECD Export Credit Arrangement, export credits provided ". . . in conform-
ity with those provisions shall not be considered an export subsidy prohibited by
this [subsidies] Agreement." If export credits are granted on merchandise that is not
subject to the OECD Arrangement, then the general criteria of section (k) applies, in
ascertaining whether a subsidy is involved, i.e., whether the credits are provided on
terms more favorable than those available in the commercial market.

The various nontariff measures compiled by the Department of Commerce in 1973
provided an invaluable focus for the MTN. I wish I could say that all the NTMs
contained in that list have been abolished or modified as a result of the MTN. That
would be overstating the case.

In the early stages of the MTN, we considered approaching trading off NTM for
NTM on a reciprocal basis, much like is done in the tariff field. Such an approach is
filled with difficulties, not only of a political nature, but also from a practical point
of view. How can you quantify the value of an NTM concession? What would the
United States have given in return? We traditionally regard ourselves as not having
many NTMs that affect trade. Thus, when it came to paying for foreign concessions
our pockets would be empty.

In order to maximize our negotiating leverage, we approached various NTM fields
through general negotiations. As you can see by the Commerce list, we've tackled
all of the significant NTM categories. The success of the negotiations depends upon
all signatories to the codes undertaking the necessary action to remove or mitigate
the trade effects of the NTMs or being prepared to face international confrontation
and compromise, including possible compensation or retaliation. The various codes
contain new guidelines and principles by which such NTM activity and its trade
impact can be gauged. This is admittedly not a perfect solution, but it is a signifi-
cant step forward from the current state of international rules that permitted the
growth of the massive amount of NTMs enumerated in the list. I cannot comment
on each of the items in the Commerce list since some entries are general in nature
while others refer to practices that may have to be modified.

Finlily, country actions to remove or modify the various export subsidy practices
contained in the Export Policy hearings will depend on a number of factors, not the
least of which is domestic ratification of the agreement. Some measures may clearly
correspond to those contained in the annex to the subsidies code, while others may
fall in a grey area. Ultimately, as in any international agreement, the country can
exercise its sovereign right to maintain a practice that may be in clear violation of
the code. But it has to be willing to suffer the international consequences, including
the withdrawal of the application of the code's provisions to its exports.

Sincerely yours,
ROBERT S. STRAUSS.

Senator STEVENSON. Our next witness is Mr. Frank Weil, the
Assistant Secretary of Commerce for Industry and Trade. And the
Government has no more stalwart champion of exports than Mr.
Weil.
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STATEMENT OF FRANK A. WEIL, ASSISTANT SECRETARY OF
COMMERCE FOR INDUSTRY AND TRADE, ACCOMPANIED BY
W. DOUGLAS NEWKIRK
Mr. WEIL. Mr. Chairman, thank you for those pleasant words.
I apologize for the condition of my voice. I have a cold.
It is a pleasure to be back before you to address the questions

you have raised regarding the export implications of the MTN
agreements and related issues.

Specifically, I would like to cover the following points per your
request:

The export opportunities created or enhanced by the
MTN;

The impact of the bubsidies/countervail code on U.S.
export policy;

The effect of the code on U.S. and foreign subsidy prac-
tices;

The recent Congressional Budget Office report on the
MTN and U. S. trade policy; and

The Jones' Task Force Report on U.S.-Japan trade.
The questions the subcommittee has raised are crucial ones. We

are becoming increasingly concerned, and rightfully so, with our
trade imbalance. We are seeking ways to strengthen our economy,
slow inflation and contract our trade deficit.

I believe the solution to these problems is more trade, not less
trade. We need to expand our participation in the world economy
and push export development as the best solution to declining
economic welfare.

I am encouraged to see that this subcommitee has recognized in
its report our recent efforts to develop a coordinated and support-
ive U.S. Government export policy. The subcommittee's report is
an excellent effort, precisely because it supports the need for Gov-
ernment-wide cooperation in an export expansion drive.

The need today is for an expanding mercantilism. Faster export
growth through a reawakening of U.S. aggressiveness and greater
foreign market opportunities, is our answer. To help U.S. export-
ers, the Government must provide:

More open access to foreign markets;
More equitable and visible trading rules; and
A fully competitive effort to take advantage of those

rules.
The MTN is a move in the right direction toward expanding our

competitiveness. The agreements that Special Trade Representa-
tive Robert Strauss has negotiated-and he told me this morning
he heard last night that the European Community Council of Min-
isters had agreed in principle to the negotiations-could expand
and enhance our export opportunities.

The efforts undertaken in Geneva and the work being done in
the United States-Japan Trade Facilitation Committee are impor-
tant first steps. So is our initiation of the National Export Policy.

Now and in the months to come, the Congress and the executive
branch will be assessing the impact of the MTN and related issues
on U.S. trade and trade policy.

I hope we will find that the results represent a positive commit-
ment to increasing our economic strength.
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Mr. Chairman, if you wish, I could summarize my prepared
statement which I believe you have. This will leave us more time
t, respond to your questions.

Senator STEVENSON. Let's do so. The full statement will be en-
tered in the record.

Mr. WEIL. The tariff agreements are certainly a step in the right
direction. They reduce the level of tariffs in this round in a bal-
anced way, which should have the effect of further reducing the
price aspect of competitive trade.

This round, I think, is going to be remeinbere' much more,
however, for its nontariff measures. Therefore, if I might just pass
quickly through the nontariff codes which, I gather from having
been here a few minutes while Ambassador McDonald was testify-
ing, you have been reviewing in some detail.

The Government procurement code is an important code.
And as our current negotiations with the Japanese have indicat-

ed, it is taken seriously by them. Either they will join it or they
will not. But if they do, it should have the effect of opening for the
United States more of the Japanese market than was open in the
past in fields which are of importance to us. As AmJ,.sador Mc-
Donald said, the greater degree of certainty that will come from
this substantially more specific code can be greatly to our advan-
tage. And since we have been relatively more open in this area
than some of our trading partners, this should be, no matter what
happens, more to our advantage than to our disadvantage.

The same applies to the standards code. And the custom valua-
tion code.

In those cases the greater precision will make it more possible
for American business to either directly proceed into foreign mar-
kets. Moreover, if they have problems similar to those which they
have had in the past, through the consultative mechanism in the
GATI that Ambassador McDonald referred to, they can get a more
expeditious and perhaps even more effective hearing on overcom-
ing those problems.

With respect to the subsidy-countervail code, I think that there
are opportunities there which can benefit us.

We are in a world where our competitors have been using var-
ious forms of subsidies to a greater extent than we have. We will
benefit by this new code only if we aggressively use it. Since some
of the practices which this code would prohibit are used by our
competitors, only if we are careful in our detailed analysis of what
these subsidy practices are and are willing to complain about them
will we gradually rid ourselves of unfair competition.

There is no question that at this point, in a general way, we are
further behind the scrimmage line in the use of export-related
subsidies than many of our trading competitors.

Since we have drawn a new line, a stricter line, a clearer line, it
will be incumbent upon us through the use of the countervailing
powers to work hard to cause our competitors to restrict those
practices.

I do not need to mention anything with respect to DISC in detail.
It's in my prepared testimony and Ambassador McDonald covered
that, I think, very clearly.
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The CBO report, in our opinion, reaches, generally speaking, the
right conclusions-that the MTN results will be positive, if we take
proper advantage of them.

The analysis obviously was made at a time when the facts were
not altogether complete, and the analysis made no provisions for
the exceptions from the tariff cuts.

I think the CBO report did not give as much attention to the
nontariff measures as some of us would have preferred. And I
think that the CBO report was looking more at the issue of protec-
tionism, rather than increasing liberalization which is the inten-
tion of the codes. However, the basic conclusion of the report-that
the MTN agreements in the main will be of benefit to the U.S.
economy, provided we take advantage of them, is a valid conclu-
sion.

Lastly, with respect to the Jones Task Force Report on United
States-Japan Trade, we agree that there are still substantial bar-
riers in Japan to U.S. trade. Some of those barriers are of an
intangible nature; a residue of centuries of the Japanese point of
view with respect to importation of foreign manufactured goods.

We continue to work on those problems. The Trade Facilitation
Committee, which has been in existence now for a year-and-a-half,
while it has not been a spectacular success, has, I think, served the
American business man well, both in terms of specific cases, as
well as in terms of the availability of a place to go with document-
ed complaints.

The Japanese have been extremely cooperative with us in a
number of promotional activities.

Those activities have to be looked upon as symbols rather than
as specific measures to change the numbers of our bilateral trade.

For example, this fall the Japanese have made available to us a
ship they have used for many years as a floating exhibit around
the world.

This ship will visit 12 Japanese ports in 50 selling days. We
estimate that somewhere between a half-million and a million
Japanese consumers will be able to come on this ship and buy
American consumer goods, including beef, at American prices. The
importance of this is not the dollars involved, but the fact that a
substantial number of Japanese consumers will see what they have
been missing, because of their distribution system, and they will
exert, hopefully, pressure on their own system to have greater and
freer access to American goods.

I would have to say, Mr. Chairman, that our efforts in these past
2 years with respect to changes in the U.S. trade position have not
yet shown significant results.

It's true that our trade balance began to turn somewhat in our
favor in the middle of last year, and it's true that the trade
numbers in February were heartening.

But only if we now proceed from the liberalization of the MTN,
which is to our advantage, to taking steps to insure that we will be
competitive, then I think we will have launched possibly an era of
expanding mercantilism.

I w-:uld be very glad to respond to any of your questions.
[Complete statement follows:]
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STATE MENT OF FRANK A. WE L., AsslsTANT SECRETARY OF COMMIRCE FOR
INDUSTRY AND TRADE

It is a pleasure to be back before you to address the questions you have raised
regarding the export implications of the MTN agreements and related issues. Spe-
cifically, I intend to discuss the following:

The export opportunities created or enhanced by the MTN,
The impact of the subsidies/countervail code on U.S. export policy;
The effect of the code on U.S. and foreign subsidy practices;
The recent Congressional Budget Office report on the MTN and U.S. Trade Policy;

and
The Jones' Task Force Report on U.S.-Japan trade.
The questions the Subcommittee has raised are crucial ones. We all are becoming

increasingly concerned, and rightfully so, with our trade imbalance. We all are
seeking ways to strengthen our economy, slow inflation and contract our trade
deficit. I believe the solution to these problems is more trade, not less trade. We
need to expand our participation in the world economy and push export develop-
mnt as the best solution to declining economic welfare.

I am encouraged to see that this Subcommittee has recognized in its report our
recent efforts to develop a coordinated and supportive U.S. Government export
policy. The Subcommittee's report is an excellent effort, precisely because it sup-
ports the need for government-wide cooperation in an export expansion drive.

The need now is for an Expanding Mercantilism. Faster export growth, through a
reawakening of U.S. aggressiveness and greater foreign market opportunities, ib our
answer. To help U.S. exporters, the Government must provide:

more open access to foreign markets;
more equitable and visible trading rules; and
a fully competitive effort to take advantage of those rules.

The MTN is a move in the right direction toward expanding our competitiveness.
The agreements that STR Robert Strauss has negotiated should expand and en-
hance our export opportunities. The efforts undertaken in Geneva and work being
done in the U.S.-Japan Trade Facilitation Committee are important first steps. So is
our initiation of the National Export Policy.

Now and in the months to come, the Congress and the Executive Branch alike
will be assessing the impact of the MTN and related issues on U.S. trade and trade
policy. I believe we will find that the results represent a positive commitment to
increasing our economic strength.

1. THE MTN AND U.S. EXPORT OPPORTUNITIES

The MTN agreements, covering tariff reductions, international codes of conduct
on nontariff measures, and bilateral agreements on specific trade problems, will
increase market access and will improve the structure and discipline of the interna-
tional trading system. Both results will mean greater export opportunities for U.S.
businesses.

Tariff negotiations with our major trading partners are substantially complete.
The agreements concluded, particularly with Japan and Canada, represent a high
degree of trade liberalization for agricultural and industrial products and result in
an average depth of cut vis-a-vis the United States for industrial products of ap-
proximately 60 percent from Japan and 40 percent from Canada. The reductions we
have negotiated should be especially advantageous for such U.S. manufacturing
sectors as computers, electronic components, scientific and controlling instruments
and construction equipment. In the post-MTN period, exporters of computers, for
example, should enjoy tariffs averaging 60 percent lower than current rates in their
major export markets. For construction equipment, duties should be in the 4 per-
cent to 10 percent range, down an average of over 30 percent from presently
bound rates.

Along with tariff reductions, a broad package of rules, or multilateral codes, on
the use of nontariff measures (NTM's) are being negotiated. The improvements in
the international trading structure which result from these agreements will provide
a more advantageous environment for U.S. exporters.

The NTM codes of conduct negotiated are designed to limit the use of certain
trade-distorting measures, including discriminatory government procurement prac-
tices, subsidies and standards. They are intended to render the use of other meas-
ures, such as customs valuation for tariff assessment purposes, discretionary import
licensing and market disruption safeguards, more transparent, regularized and pre-
dictable.

The government procurement code, for example, will bring important elements of
the central government procurement sector under international discipline for the
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first time, applying the key principles of national treatment and nondiscrimination
among signatories. In so doing, it will allow U.S. suppliers the opportunity to
compete for over $20 billion in contracts previously exempt from international
competition.

In this context, regarding Japan's Nippon Telegraph and Telephone Public Corpo.
ration, we are continuing to push for coverage of this entity under code discipline.
As you probably have read recently in the press the Japanese have not agreed to
our request, but we have not given up our efforts.

The code on technical barrier to trade-the standards code-will provide an
international mechanism through which specific industry complaints about foreign
standards can be challenged. The provisions of the code will ensure that the prepa-
ration, adoption and application of technical standards and regulations will not
hinder imports, including those from the United States.

The Customs Valuation Code will bring an end to the foreign practice of arbitrar-
ily uplifting the dutiable value of imports. These arbitrary uplifts have been levied
on U.S. exports worth, conservatively speaking, hundreds of millions of U.S. dollars.

In some cases, U.S. exporters have had their goods valued at up to twice the price
they paid for them-a 100-percent uplift.

In the MTN, we have also negotiated bilateral agreements on NTMs, taking into
account extensive private sector advice on trade-distorting practices. The agree-
ments, which cover numerous products and deal with diverse measures not provided
for in multilateral codes, should enhance export opportunities for particular indus-
try sectors.

The new codes, coupled with bilaterally negotiated tariff cuts and agreements on
particular trade problems, will be a very positive factor in U.S. export performance.
We do not expect a sudden jump in trade volume, because the results of the MTN
will be phased in over several years. The long-term benefits, however, will be great.

H. SUBSIDY/COUNTERVAIL CODE AND U.S. EXPORT POLICY

The MTN Code on Subsidies and Countervailing Measures significantly strength-
ens the existing provisons of the General Agreement on Tariffs and Trade (GATlr)
relating to the use of government subsidies that have an adverse impact on interna-
tional trade.

Under the GAITT, seventeen Contracting Parties, including the United States,
agreed that they would not make use of export subsidies in their attempts to
stimulate exports of manufactured products when such subsidization would lead to
overseas market prices below those charged for similar goods sold domestically, the
so-called "bi-level pricing" criterion. A list of illustrative export subsidy practices
was developed in 1960.

The new MTN Agreement improves upon the GATT rules by eliminating the bi-
level pricing criterion; enlarging the product coverage through the inclusion of
primary mineral products; and substantially expanding and updating the illustra-
tive listing of prohibited subsidy practices.

The practical effect of the international rules on the use of subsidies will be
enhanced through the new Code's dispute settlement mechanism, which will .permit
an effective and expeditious enforcement of signatory countries' rights and obliga-
tions. In addition, we expect that a greater number of countries will be bound by
the new rules, including a number of key developing countries.

III. THE EFFECT OF THE SUBSIDIES CODE ON US. AND FOREIGN SUBSIDIES

Recently, it has been alleged that the subsidies code will shelter the existing
export measures of other countries while prohibiting the United States from adopt-
ing new programs designed to meet foreign competition.

That is not accurate. Rather than sheltering foreign export subsidies, the Code
will explicitly provide the grounds for the elimination of many of these practices. By
way of example, Ireland now exempts income derived from manufactured exports
from corporate income tax. This system of subsidizing exports will be withdrawn by
January 1980.

Another case in point is Brazil, where that country's adherence to the Code will
entail the elimination of its practice of overrebating indirect taxes on exported
products.

Finally, the Code attacks as export subsidies the European export inflation insur-
ance programs and export financing granted outside the terms of international
agreements on export credits.

With regard to U.S. programs, the Code's provisions will not prevent foreign
governments from complaining about the DISC in international fora. Other coun-
tries have alleged that the DISC program amounts to an export subsidy under the
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GATT', and I do not doubt that they will continue to attack the program. However,
it is important to note that our adherence to the Code will not require the United
States to eliminate DISC as a part of our MTN Agreement. Our only commitment in
this regard is that we are prepared to examine methods through which the oper-
ation of the DISC program can be brought into full conformity with the Code within
a reasonable period of time.

As to the adoption of new U.S. programs to meet foreign competition, the Admin-
istration is of the view that the introduction of export subsidies would not be
appropriate. Overall, we believe that, within the parameters established by the
Code, there is ample room to enable the development of new programs that will
encourage American firms to export without running afoul of our international
obligations.

IV. CBO REVIEW OF THE MTN

The major thrust of the Congressional Budget Office (CBO) study is that, in
macro-economic terms, the overall results of the MTN will be positive for the
United States. While, on an industry sector basis, there will be gainers and losers,
the study concludes that the former should outweigh the latter. The CBO report
points up many potential benefits of the MTN, benefits that we believe have been
achieved and further enhanced through the negotiating process. These include:

Higher efficiency in production and lower costs for inputs.
Lower prices for consumers.
New job opportunities, particularly in the exporting sector.
International trading rules to prevent a return to more restrictive trade

plactices.
International rules on government involvement in trade to ensure that prac-

tices, such as government subsidies and procurement, are more open and fair.
While the report has many merits, it also contains some shortcomings. These are

largely due to the unavailability of current data with which the CBO could deter-
mine the effects of the MTN. The findings and assessments do not therefore neces-
sarily reflect expected final results of the negotiations.

For example, the outside studies on which the CBO report is based analyze
theoretical MTN results from straight linear tariff reductions of either 50 or 60
percent. They make no provision for tariff offer exceptions for sensitive industries.

Based on these older studies, the CBO forecasts some regional employment dislo-
cations. The report finds that the workers most likely to suffer from trade liberaliza-
tion will be those least mobile, in other words, the American worker most currently
disadvantaged.

These theoretical, negative effects of the MTN have been, in turn, highlighted in
many recent press reviews.

In contrast, the United States negotiated tariff reductions with exceptions for
products in sensitive industries. Original exceptions and an extensive series of
further modifications were made on the basis of close consultations with:

The private sector advisory committees, established under the provisions of
the 1974 Trade Act;

Members of Congress and their staffs; and
Officials of the Administration.

The final U.S. tariff cut in the MTN will be only slightly more than half the
theoretical levels assumed in the studies used by the CBO, that is, 30-35 percent.
Significantly lesser cuts were made on textiles, leather and leather products, tires
and rubber products, steel products, automotive equipment, communications equip-
ment and consumer electronics.

Another weakness is the insufficient attention paid in the study to the trade
liberalizing effects of MTN agreements. Though more difficult to quantify than the
effects of tariff reductions, the benefits of the codes to the United States will be
significantly longer term and more far-reaching.

One last shortcoming, albeit a relatively minor one, is that the study unduly
stresses that a primary benefit of the trade agreements will be the preservation,
and not further liberalization, of "a liberal system of world trade." That is, the
report tends to view the MTN as a means of stemming the tide of encroaching
protectionism rather than as a vehicle for achieving positive gains for U.S. and
world trade.

Despite these shortcomings, the CBO findings on the MTN are fair and very
supportive. The problem areas highlighted by the CBO are, in large measure, the
ones our negotiators took into account in their selective approach to U.S. tariff cutse.

I believe that a CBO study of the final MTN results will reflect the care and close
attention given to the sensitive interests they describe in this report.

44-398 0 -- 79 - b



62

V. JONES TASK FORCE REPORT ON U.S-JAPAN TRADE

We agree with the conclusion of the Jones' "Task Force Report on United States-

Japan Trade" that there are still significant barriers to imports into Japan. We

further agree with the Report's recommendation that, as a mechanism for reducing

these barriers, the Joint U.S.-Japan Trade Facilitation Committee, or TFC, should

be continued. Let me summarize briefly the TFC, its work to date, and what we see

as its role in the near future.
The TFC was established in September 1977 by Secretary Kreps and the Japanese

Minister of International Trade and Industry as a cooperative effort to increase

Japanese imports, particularly imports of U.S. manufactures. Its major activities are

the bringing together of Japanese buyers and American sellers and the resolution of

specific market access problems faced by American sellers.
TFC-sponsored activities to bring Japanese buyers and American sellers together

are best exemplified by the 90-member Japar Import Promotion Mission to the

United Sta.es of March 1978 and the 137-member U.S. Export Development Mis-

sions to Japan last October.
The Japanese have also offered us the use of a floating fair ship, the "Skin

Sakura Maru", for exhibiting U.S. goods in Japan. We are now working with the

Japanese Government and the U.S. consumer goods industry to use that ship as a

floating trade promotion event that will call at 12 major Japanese ports in late

1979. We anticipate that, during its travels, the ship will reach a million Japanese
consumers who can then put pressure on their government to increase purchases of

U.S. consumer goods.
As regards the TFC's work to remove obstacles to the Japanese market that have

been encountered by U.S. suppliers, 12 of the 18 cases submitted to the Japanese
side of the TFC have been favorably resolved, while the balance are pending with

the Japanese Government. Several other cases are with our Embassy in Tokyo being

prepared for submission to the TFC, and about ten more are in the "pipeline" here

in Washington.
The TFC's work has also focused public attention on the issue of Nippon Tele-

graph and Telephone, or NTT, procurement practices. Problems involving specific
NTT practices were raised initially in connection with a complaint by an American
company. More general problems were raised subsequently in sub-Cabinet talks last

year. During my meetings in Japan last October, the Japanese press brought the
NTT procurement issue into public view and focused wide attention on the need to
subject NTT purchasing practices to the MTN's Government Procurement Code.

As the Task Force Report correctly indicates, the results of our efforts to resolve
cases involving market access impediments have been somewhat uneven. Most of
the twelve cases resolved through the TFC process were individual company com-
plaints involving relatively small amounts of U.S. exports.

In our opinion, the Japanese Government has not been as responsive as we had
hoped it would be in those market access cases where the relief sought would
remove obstacles to the exports of products of an entire U.S. industry. For example,
in the case involving severe import restrictions on cigarettes which was raised in
February 1978, the Japanese did not agree to consultations until August and have
yet to come up with meaningful concessions.

As the U.S. Co-Chairman of the TFC, I frequently meet with my Japanese coun-
terpart for review and discussion of outstanding cases. We met four times last year
and plan to meet again April 18 in Washington. At that meeting we shall be looking
toward expediting progress on these outstanding cases.

Mr. Chairman, if you or members of your Subcommittee would like to attend that
meeting, you would be most welcome.

I believe that we have made a good beginning in utilizing the TFC to overcome
Japanese market access problems encountered by U.S. exporters and in otherwise
expanding our exports to Japan. In the future, we expect to present to the TFC for
resolution an increasing number of cases where the "pay-off" in trade terms could
be substantial. The TFC may, through the process of reviewing concrete problems
raised by American firms, be useful as a means for testing Japan's implementation
of agreements concluded in the MTN.

It is important that the TFC be perceived by the American business community
as a place where its export problems vis-a-vis Japan can be dealt with promptly and
effectively. If the TFC is not so perceived, I'm afraid U.S. exporters will continue to
be skeptical of the Japanese Government's readiness to facilitate imports and may
not therefore be willing to make the effort needed to be successful.
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CONCLUSION

Our efforts to date to improve market acess and trading opportunities for U.S.
suppliers have been good ones. Ambassador Strauss should be congratulated on the
excellent job he has done in the MTN to reduce foreign tariffs and develop fairer
trading rules.

All indications are that we are heading in the right direction. We can not stand
still, however, and point to our accompiishments without planning the next steps.

By placing trade issues on the national agenda, the President has given us the
incentive to pursue policies that will improve our trade performance. Over the
longer term, faster export growth is the only way that the U.S. trade deficit can be
reduced permanently without damaging the world economy.

Senator STEVENSON. Thank you, Mr. Weil. I think you have put
your finger on the central question, which is who will benefit from
the reduction of these tariffs, and especially the nontariff barriers,
if, with growth rates declining in the world, partly as a result of
increasing energy prices, other nations redouble their efforts to
produce and to sell. They may be the ones who gain, unless, as you
suggest, there is a new mercantilism and new recognition in the
United States of the global dimension of the marketplace.

Many economists, some within this administration, still think
that all we need are reduction of barriers and a devalued dollar
and higher growth rates abroad to right the trade deficit.

In fact, they point to the figures you just pointed to as evidence
that this is going to happen.

Do you agree?
Mr. WEIL. No, I do not, for a number of reasons. With respect to

the dollar, I suppose there is a point at which the dollar could
adjust to compensate for our deficiencies in trade.

But the cost to us in other areas in which the dollar affects our
lives would be, in my opinion, not acceptable. The combination of
the fact that the costs of a devalued dollar are too great in other
areas; to wit, the cost of imported energy; and the implications of a
devalued dollar on the rest of our economic process; and the fact
we are living in a world in which price is increasingly a less
important part of the whole purchasing process; all suggest, in my
opinion, that we cannot and should not place excessive reliance
upon adjustment in the value of the dollar.

I do not mean to suggest that it is not a substantial part of the
process. It has been. There is no question that the change in the
value of the dollar has been materially responsible for some of the
changes in our trade balance over the past few years.

But I think that the curbing or our inflation rate is important
because if we cannot control that and rely on the dollar, the dollar
will have to adjust downwards to compensate for our continuing
inflation.

I think excessive reliance on the growth rates of our trading
partners would also be damaging because our trading partners are
to begin with much more oriented toward exporting because of
their historic dependence upon foreign markets. They are in a
better position today than we are to take advantage of liberalized
trade rules. If they increase their growth rates, they will increase
their production. They will have to sell it somewhere. We may find
they are also selling more competitively against us in foreign mar-
kets as well as our own markets.
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For that reason, I think we have to recognize that even though
85 percent of our economic process is still within our continental 48
States-not to leave out in importance the State of Hawaii and
State of Alaska-as distinct from Japan's 60 percent and Ger-
many's 40 percent. Those countries know of their dependence on
foreign markets. We as a people do not.

Because of that, we should expect them to be much more aggres-
sive users of these new liberalized trade agreements. That is why
some of the ideas in the recent report of the subcommittee are vital
to our success in taking proper advantage of the MTN.

Senator STEVENSON. And the dollar doesn't depreciate or hasn't
significantly against all currencies?

Mr. WEIL. Correct.
Senator STEVENSON. Including the currencies of some countries

that are becoming significant competitors. Do you see any adverse
consequences from these codes for the mercantilism of which you
speak? What are the disadvantages? It will knock out DISC.

Mr. WEIL. I do not agree. As Ambassador McDonald pointed out,
the DISC has been preserved.

Senator STEVENSON. I beg your pardon, you are right. DISC will
be grandfathered. I want to correct myself. Are there any other
disadvantages, though?

Mr. WEIL. Well, in a utopian world, there is no question that
these codes are to our advantage. The only risk that I see, for
example, in the subsidies code, is whether or not we will be success-
ful, even if we are aggressive in policing that code, in causing the
dissipation of the practices of our trading partners.

As I said earlier, they are ahead of us in using various forms of
export subsidies. The GATT mechanism is one of those global legal
mechanisms which works only in the court of public opinion.

Ambassador McDonald made a very important distinction: in a
bilateral demarche when we have a corpplaint, we say this is
against our interests; and they say, well, yes, but the reverse is
against our interest, and we have a lot of conversations and very
little happens; in a multilateral forum in which other countries
judge us perhaps we might make more progress in advancing our
national concerns.

I hope we will make it very clear-that the Congress will make it
clear-that these rules are to our advantage if we are in a position
to aggressively pursue them. We will have the power under the
arrangements to do that.

But in the past, our willingness to retaliate through various
methods has not been as aggressively pursued as might be neces-
sary to dampen other countries' practices.

Senator STEVENSON. How can the Congress make what clear? I
didn't understand your suggestion for the Congress. What is it that
the Congress should make clear?

Mr. WEIL. I think the Congress-and I would expect this to
happen, in any event-can help the process by making clear that,
by adopting this code, we should aggressively use it. Putting it on
the books, as Ambassador McDonald pointed out, by and of itself,
will be of little advantage to us.
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And, as Ambassador McDonald pointed out, historically, we have
had only flurries of interest in trade negotiations during periods of
deficit. In between, we go off to other grander subjects.

That may change. Trade may become a subject of front-burner
interest on a regular basis for the rest of the century, but histori-
cally, trade has been a much more important subject to our global
competitors than it has been with us.

If we go to sleep after the Tokyo Round and assume these rules
by themselves are going to make things better, they will not.

Senator STEVENSON. If I read you accurately, you are saying two
things. We have to use the codes. That requires a new mercantil-
ism. And you may also be saying that these codes will require us to
see to it that their violations are disciplined.

On the first point, if I am right, the Congress is beginning, I
think, to see the need for an export strategy. This subcommittee
does. You concede as much. And you also say that you are encour-
aged to see that this subcommittee has recognized in its report our
recent efforts to develop a coordinated and supportive U.S. Govern-
ment export policy.

I certainly recognize your efforts. The Congress recognizes your
efforts and Secretary Kreps' efforts. But I still don't recognize the
efforts of this administration. Where is its export strategy? How
would it have the Congress make use of these codes?

Don't you think that just to get the trade agreement through the
Congress, it would be good insurance, if nothing else, to have a
strong exoort policy to assure us that we will take advantage of the
opportunity that the codes create?

We still haven't got recommendations for reform of the Export
Administration Act, which expires this year. We have been trying
to get some recommendations on it since early labst fall. So the only
efforts I am aware of to make use of these codes are yours. And I
don't denigrate those. In fact, I applaud them, as well as the efforts
of this subcommittee and other agencies of the Congress.

When are we going to get an export policy from this administra-
tion?

Mr. WEIL. Obviously, Mr. Chairman, there are differing views as
to what constitutes an export policy, and what will work along side
of the MTN. I have to say that those different views have not been
wholly resolved at this point. And I suppose that the debate that
will take place in this hearing will cast some light, maybe even
place a little heat under that subject.

I think that some believe that Lhe MTN alone, coupled with a
floating dollar and foreign growth rates, will solve our problems.
Others feel that we need to do more.

In the 2 years I have been in Washington with the Government,
I have come to have enormous respect for the kind of truth that
emerges from the debating process. I am optimistic that somehow,
between now and whenever the final vote is taken on the MTN
package. There will be enough information on the table to make
the MTN work.

Senator STEVENSON. Ambassador Strauss, Ambassador Mc-
Donald, they have done their duty. You are doing yours. The
Congress wants to do its duty. And, so far, we haven t been given
any recommendations from this administration on what it is. We
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are still waiting. The administration is not out of the woods. It
could lose that trade agreement in the Congress. There is going to
be a lot of skepticism that the administration can work something
out with textiles, or 'ith steel, or with shoes.

I remember what Tappened last year when I was managing the
Eximbank legislatiol. A measure passed both Houses, swept
through the Senate Two to one, that would have undermined the
trade negotiations at'Geneva. It could happen again.

That trade deficit hasn't gotten much better than last year; the
dollar hasn't recovered. It has stabilized a little. Oil prices are
going up. Industries are still suffering from foreign competition.
Still there isn't an export strategy from this administration to
accompany that trade agreement and to convince ourselves we will
move ahead and take advantage of the new opportunity.

I see this also in my Subcommittee on Science, Technology and
Space. With cheap labor gone, cheap raw materials gone, cheap
fuel gone, cheap money gone, what have we got left except food?
Now even the competitive edge in industrial innovation, technology
intensive products is going. The Japanese are making larger contri-
butions for research and technology than we are.

Here is an advertisement from Japan for the world's r,,eet ad-
vanced computer memory. The problem goes beyond export strat-
egy right down to the competitiveness of the United States. Our
rate of productivity growth is now the lowest of all the industrial-
ized nations.

We can bring down all these barriers and everybody else can
walk in and take advantage of the new markts. We will be left
out, and what if they move into ours? Here we sit, waiting, still.

Mr. WEIL. Mr. Chairman, you mentioned earlier that Ambassa-
dor Strauss and Ambassador McDonald, both, have done their
duty. And I think they have done a spectacular job negotiating in a
very negative environment.

But, happily, I think they feel they would have done enough if
all they did now was deliver the package. It would be akin to
putting the baby on the doorstep and walking away.

As Ambassador McDonald said this morning-and I have heard
Ambassador Strauss say it on other occasions as well as Ambassa-
dor Wolff-they have said, much as I have said, that we have got
to accompany the MTN with adequate support. I think they will
not feel they have done their duty until they participate in that
process.

Up to this point, they have been primarily concerned with the
negotiation. But I am heartened to see them turning their concerns
to the collateral side. Even if the MTN legislation could pass alone
today-and there are many who believe that is possible-I think
that Ambassador Strauss and his colleagues share the view that it
might not prove in the longer run to be to our advantage.

Therefore, even though that package according to the 1974 Trade
Act has to go up alone and be voted up or down. It is incumbent
upon those of us that are working on this subject to insure that it
not go up naked and alone.

Senator STEVENSON. Do you have any idea when we will get the
export side from the administration?
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Mr. WEIL. Some time between now and the vote on the MTN
package.

Senator STEVENSON. Well, better sooner than later. We are not
going to wait.

Let me make sure that I heard you correctly. You don't see
anything in these codes that will handicap us in our efforts to
develop that export strategy, the new mercantilism of which you
speak? There arenlt going to be any prohibitions in here that will
affect Exim, or CCC, or the ;tading companies I would like to see
created, or other such efforts to make our exports more competitive
in the world marketplace?
, Mr. WEIL. If we wanted, which we do not, to have explicit export
subsidies, this would be an inhibition. It has been my view, and has
been consistently my view for the past 2 years, that this is not our
main failing.

If we are harboring under the surface a lingering desire to
establish explicit export subsidies, then this subsidy code is a mis-
take. We in the administration, and I would include myself vigor-
ously among them, do not have such ambitions.

Other than that, I think that these codes do not contain any,
that I am aware of, seeds of inhibitions or prohibitions that would
prevent us from doing all the things we need to do.

For example, you mention the trading companies. I am not
aware of anything in these codes that would prevent us from
encouraging trading companies. I should add, however, that trad-
ing companies in Japan and Europe are institutions that have
evolved over long periods of time. Much as we would like to see
such institutions created in this country, they must evolve over
time. They cannot be created by a sudden wave of the wand.

I think there are some major firms seriously beginning to think
about it. I am aware of one major bank thinking about it. It is
questionable whether the Fed will permit it. But I think other than
the possibility that some people in this country might like to see us
have explicit export subsidies, I do not see any inhibitions. I per-
sonally would not have any problem with that inhibition.

Senator STEVENSON. Do you think the LDC's are treated fairly by
the codes from our standpoint? Have we made too many conces-
sions to the LDC's, including the advanced LDC's?

Mr. WEIL. I don't think so. I think we have the mechanisms
available to deal bilaterally with the advanced LDC's and some of
their special competencies. And, again, as Ambassador McDonald
pointed out, it should be possible for us to keep under control the
special problems and circumstances that come somuiimes from
these countries.

In fact, there is no significant distinction between the developed
countries and less developed countries in the codes per se. We have
made distinctions more on a bilateral basis than on a multilateral
basis.

Senator STEVENSON. Well, maybe instead of saying we weren't
going to wait to develop that export strategy, I should have said we
will wait, to coin a phrase, until hell freezes over. But I don't think
we will. We must get moving.

It would be helpful to have the benefit of the administration's
advice across the board. I would like to get it on all the recommen-
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dations in our report including the Export Administration Act
which we should be moving on soon.

Mr. WEIL. On the latter, I am going to testify on the other side of
the Hill this afternoon on that. I hope that by the time 1 testify, I
will have something more on that. We will have an administration
bill on the Export Administration Act. I think it will be responsive
to some of the concerns I know you have on that subject. It is a
busy time and a busy town, and the trade issues are not always
first on the agenda.

Senator STEVENSON. I am sorry. I didn't see we had been joined
by my colleague from Massachusetts, Senator Tsongas. Any ques-
tions?

Senator TSONGAS. I am just reading through the testimony, Mr.
Chairman. I apologize for being late. We have conflicting commit-
tee assignments. I look forward to working with you in the future.

Senator STEVENSON. Thank you, Mr. Weil. I appreciate your
testimony this morning and your continued efforts.

Mr. WEIL. Thank you.
Senator STEVENSON. Our next witness is Howard D. Samuel,

Deputy Under Secretary for International Affairs, Department of
Labor.

STATEMENT OF HOWARD D. SAMUEL, DEPUTY UNDER SECRE-
TARY FOR INTERNATIONAL AFFAIRS, DEPARTMENT OF
LABOR; ACCOMPANIED BY C. MICHAEL AHO, DIRECTOR,
OFFICE OF FOREIGN ECONOMIC RESEARCH, BUREAU OF IN-
TERNATIONAL AFFAIRS, DEPARTMENT OF LABOR
Mr. SAMUEL. Goad morning.
Senator STEVENSON. Mr. Samuel, you are welcome to summarize

your statement in which case I will enter the full statement in the
record.

Please proceed.
Mr. SAMUEL. Thank you, Mr. Chairman, I will accept your offer.
Mr. Chairman, and members of the committee, you asked us

particularly, of course, for our discussion of the effect of trade and
of the MTN in particular on employment opportunities, and I will
summarize my testimony in this area.

First of all, I hardly need to emphasize that trade in general is
playing a much larger role in our economy now than it has in the
past, and it probably will continue to play an increasing role in the
future.

One of the ways of judging that is by looking at the number of
manufacturing jobs related to exports. That figure, the number of
manufacturing jobs related directly and indirectly to exports, we
figure has risen from 1 out of 14 in 1964 to more than 1 in 8 by
1975, perhaps even higher by now.

We believe, although the final foreign-tariff offers are not yet
available, that the industrial sectors in the United States which
will benefit from trade liberalization and an expansion of trade
are, in general, the same sectors in which the United States has
traditionally had a strong comparative advantage.

They include: Aircraft, computers and electrical equipment and
machinery.
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For example, going to specific figures, the increase in exports of
computers between 1964 and 1975 was responsible for an increase
of slightly over 38,000 jobs directly and indirectly.

Exports were responsible for 19 percent of the jobs in the com-
puter industry in 1964. By 1975, 37 percent of computer industry
jobs were export related. In aircraft, the proportion rose from 20 to
35 percent.

In general though, it's obvious exports benefit our Nation in a
number of ways. Nevertheless, the processes of trade generally
clearly have a two-way effect, those in export industries benefit,
those in industries impacted by imports may have to carry a fairly
serious burden.

Of course, it's been our obligation through the MTN to do the
best work we can to maximize the benefits, by expanding export
opportunities, and to minimize the burdens.

We do not know the final effects of the MTN on trade and
employment, but the tables which accompany my testimony show
the change in jobs, both directly, as well as indirectly in supplying
industries, that are related to a $1 million change in net trade in
specific individual industries.

For example, a $1 million increase in computer exports would
create 22 new jobs in the computer industry and 54 jobs in indus-
tries supplying inputs to the computer industry.

However, these increases in jobs must be balanced against the
decrease in labor demand for industries which will experience in-
creased import competition and, in turn, for their supplying sec-
tors. An increase of $1 million of imports in the apparel industry
would reduce labor demand by 35 jobs in apparel and 54 jobs in
supplying industries, other things being equal.

Our final analysis of the net employment impact of U.S. and
foreign tariff cuts is not complete because final offers have not
been made, but past studies have shown that the net impact, as
well as the impact upon each industry, is likely to be small.

For example, the research summarized in the Congressional
Budget Office's paper on the MTN showed a net impact of + 900 to
-37,300 jobs. A loss of 37,000 jobs represents 0.04 percent of the
labor force in manufacturing.

In individual industries, the impact never exceeded 5 percent of
the industry's labor force, even with a tariff cut of 60 percent.

But the current U.S. offer averages only between 30 and 35
percent so that the sectoral impacts should be even smaller.

The rpcently released CBO report stated that the tariff cuts from
the MTN would have an excessive adverse effect on the unskilled
and the economically disadvantaged.

Those results were based upon a hypothetical across-the-board
tariff cut of 50 to 60 percent. More importantly, I think the CBO
results did not take into account the industrial sectors which were
exempt from the negotiations or the lower tariff cuts negotiated in
several sensitive areas.

For example, nonrubber footwear and TV sets were exempt from
tariff cuts while in other industries such as ceramic tile and leath-
er products, the tariff cuts were very small.

When the results of the actual negotiations are analyzed, the
conclusion of the CBO report that the negotiations would impact

44-398 0 - 79 - 6
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heavily on the unskilled and economically disadvantaged needs to
be modified.

I might add that the negotiating team, through extensive consul-
tations, worked closely with labor and industry advisory groups,
and other interested parties, including Members of Congress and
their staffs, to identify sensitive secteis.

Our preliminary analysis suggescs that by and large they were
successful.

I won't go into the nontariff barrier codes.
Negotiating any agreement requires giving as well as getting. We

have had to agree to modify some U.S. practices, such as the buy
American laws and the injury test for subsidy cases. But in gener-
al, we have succeeded in maximizing the benefits that trade brings
to the American people.

The process of implementing the codes in U.S. law gives us the
opportunity to insure that we minimize the burdens. Through the
existing adjustment assistance program and the administration of
safeguards code, we have the tools to provide adequate and timely
relief to U.S. workers injured by increasing imports.

We should make sure that measures against unfair trade pro-
vided by the nontariff codes are vigorously and quickly enforced.

We have worked closely with organized labor during the course
of the negotiations. I am confident that the trade unions will give a
careful evaluation to both the tariff-cutting agreements and the
nontariff measures codes.

They are paying particular attention to the implementing legisla-
tion, which, in some ways, may be the most important part of the
entire MTN.

As a final note, I would like to comment on the report of the
House Committee on Ways and Means, Subcommittee on Trade,
which deals with United States-Japan trade. It is a comprehensive
and excellent review of the many trade problems involved in reduc-
ing our $12 billion deficit with Japan.

In one respect, I would modify its conclusions. The report de-
scribes various means which could be utilized to moderate the
deficit-opening Japanese markets to our exports; Tapanese invest-
ment in the United States; and moderating Japarese exports to the
United States.

The report supports the first two but disavows the third. In
respect to the third, I would suggest, instead, that Japan would be
well advised to moderate its export drives in order to reduce the
occasional export surges which have been characteristic of our
trading patterns.

These export surges have had a substantial impact on certain
industrial sectors, and have certainly contributed to the strained
climate between the two countries.

A moderation of the export drives which have led to these surges
would make a noticeable contribution to improving our balance of
trade and reducing the tensions between us.

Thank you. I will now answer any questions you may have.
[Complete statement of Mr. Samuel follows:]
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STATEMENT OF HOWARD D. SAMUEL, DEPUTY UNDER SECRETARY, U.S. DEPARTMENT
OF LABOR

Mr. Chairman and Members of the Committee: I am pleased to be here to discuss
the export implications of the Multilateral Trade Negotiations (MTN) agreements.

The increasing interdependence of nations in recent years has led to a substantial
growth in international trade. In real terms world trade grew by 230 percent
between 1960 and 1977, while Gross National Product (GNP) of the industrialized
countries grew by 97 percent. Here in the United States the value of international
trade has quadrupled in the last 10 years.

In almost all of the major countries, exports have become a more important factor
in national output. In the U.S. the share of exports in GNP has gone from 4 percent
in 1960 to over 7 percent today. It is predicted to go to over 10 percent by 1981. An
important indication of the increasing role of exports in the health of the economy
is their impact upon jobs in manufacturing. In an analysis of the impact of trade on
employment, we have calculated that the number of manufacturing jobs related to
exports, directly and indirectly, rose from 1 to 14 in 1964 to more than 1 in 8 by
1975.

Although the final foreign-tariff offers are not yet available, the industrial sectors
in the United States which will benefit from trade liberalization and an expansion
of trade are, in general, the same sectors in which the United States has traditional-
ly had a strong comparative advantage. They include: aircraft, computers and
electrical equipment and machinery. These sectors were identified in the Depart-
ment of Labor trade and employment analysis of November 15, 1978, as among
those in which trade had the most favorable impact on job opportunities between
1964 and 1975.

For example, the increase in exports of comnputers between 1964 and 1975 was
responsible for an increase of about 38,500 jobs directly and indirectly. Directly,
exports were responsible for 19 percent of the jobs in the computer industry in 1964.
By 1975, 37 percent of computer industry jobs were export related. In aircraft, the
proportion rose from 20 to 35 percent. Clearly exports are playing a more significant
role in providing employment opportunities in key industries.

Ir, general, international trade benefits our Nation. Trade makes it possible for us
to have raw materials and manufactured products, which we might not otherwise
have from other nations. And in return we are able to sell our commodities abroad
thus creating more jobs in export industries.

But besides bringing benefits from the increase in exports, trade can also bring
burdens. It is workers in import sensitive industries which have to bear the burden
of adjustment for a policy of open trade. Unfortunately, the burdens usually fall on
those least able to bear them: working people, often the least skilled, women, and
members of minority groups. Therefore, we have to make sure that when we
encourage the growth of international trade, everything is done to maximize its
benefits and minimize its burdens. That was the basic purpose of the MTN.

The Multilateral Trade Negotiations will expand trade and increase employment
in export-oriented industries. We do not know the final effects of the MTN on trade
and employment, but the tables which accompany my testimony show the change in
jobs, both directly, as well as indirectly in supplying industries, that are related to a
1 million dollar change in net trade in specific individual industries. For example, a
1 million dollar increase in computer exports would create 22 new jobs in the
computer industry and 54 jobs in industries supplying inputs to the computer
industry.

However, these increases in jobs must be balanced against the decrease in labor
demand in industries which will experience increased import competition and in
turn, in their supplying sectors. An increase of 1 million dollars of imports in the
apparel industry would reduce labor demand by 35 jobs in apparel and 54 jobs in
supplying industries, other things being equal.

Our analysis of the net employment impact of U.S. and foreign tariff cuts is not
complete because final offers have not been made, but past studies have shown that
the net impact, as well as the impact upon each industry, is likely to be small. For
example, the research summarized in the Congressional Budget Office's (CBO) back-
ground paper on the MTN showed a net impact of +900 to -37,300 jobs. A loss of
37,000 jobs represents 0.4 percent of the labor force in manufacturing. In individual
industries, the impact never exceeded 5 percent of the industry's labor force, even
with a tariff cut of 60 percent. But the current U.S. offer averages only between 30
and 35 percent so that the sectoral impacts should be even smaller.

The MTN not only reduced foreign tariff barriers to U.S. exports but alos U.S.
tariffs on imported products. In the course of negotiating reductions in our tariffs,
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the Administration was careful to give special consideration to U.S. industries
sensitive to imports.

The recently released CBO report stated that the tariff cuts from the MTN would
have an excessive adverse effect on the unskilled and the economically disadvan-
taged. Those results were based upon a hypothetical across-the-board tariff cut of 50
to 60 percent, while actual U.S. tariff cut will average under 35 percent. More
importantly, the CBO results did not take into account the industrial sectors which
were exempt from the negotiations or the lower tariff cuts negotiated in several
sensitive sectors. For example, nonrubber footwear and TV sets were exempt from
tariff cuts while in other industries such as ceramic tile and leather products, the
tariff cuts were very small.

An examination of the demographic and occupational characteristics of workers
in industries which were excepted from tariff cuts or given lower than normal cuts
reveals that the workers were more often female, members of minorities, older and
economically disadvantaged. Over 70 percent of the workers in those sectors given
special consideration in the MTN were unskilled compared with less than 50 per-
cent in manufacturing as a whole. These results are included in our critique of the
CBO report which is being forwarded with my testimony.

Thus, when the results of the actual negotiations are analyzed, the conclusion of
the CBO report that the negotiations would impact heavily on the unskilled and
economically disadvantaged needs to be modified. Although it is true that import-
sensitive industries have more than a proportionate number of economically disad-
vantaged workers, these industries were given smaller tariff cuts to avoid having
the adjustment burden fall disproportionately on those least able to afford it. The
negotiating team, through extensive consultations, worked closely with labor and
industry advisory groups, and other interested parties, including members of Con-
gress and their staffs, to identify sensitive sectors. Our preliminary analysis sug-
gests that by and large they were successful.

The CBO report also did not take account of the nontariff barrier codes which
have been negotiated. The codes on nontadlff barriers should produce a substantial
net gain in U.S. export opportunities.

The reason is simple. The U.S. uses far fewer measures that have the effect of
distorting trade. The new codes will have a major effect on other nations, forcing
them to play by the same rules we already play by.

Many other countries, for example, have virtually closed their doors to U.S.
suppliers in government procurement markets. The U.S. procurement policy, even
with the Buy America laws, is more visible and far less restrictive. The new code on
government procurement should correct that imbalance.

The Standards code should make it substantially easier for U.S. exports to meet
foreign standards, without weakening U.S. health, safety or quality standards.

The Safeguards code, still being negotiated, will oblige signatory nations to follow
the same visible and predictable procedures that we do now under our escape
clause.

Negotiating any agreement requires giving as well as getting. We have had to
agree to nhudify some U.S. practices, such as the Buy American laws and the injury
test for subsidy cases. But in general, we have succeeded in maximizing the benefits
that trade brings to the American people.

The process of implementing the codes in U.S. law gives us the opportunity to
insure that we minimize the burdens. Through the existing adjustment assistance
program and the administration of the safeguards code, we have the tools to provide
adequate and timely relief to U.S. workers injured by increasing imnorts.

We should make sure that measures against unfair trade provided by the nontar-
iff codes are vigorously and quickly enforced.

We have worked closely with organized labor during the course of the negotia-
tions. I am confident that the trade unions will give a careful evaluation to both the
tariff-cutting agreements and the nontariff measures codes. They are paying partic-
ular attention to the implementing legislation, which may be the most important
part of the entire MTN.

As world trade continues to have a larger impact on the economy, all of us have
an obligation to ensure that international trade adds to, rather than detracts from,
our job opportunities and real income.

As a final note, I would like to comment on the report of the House Committee on
Ways and Means, Subcommittee on Trade, which deals with United States-Japan
Trade. It is a comprehensive and excellent review of the many trade problems
involved in reducing our $12 billion deficit with Japan. In one respect, I would
modify its conclusions. The report describes various means which could be utilized
to moderate the deficit-opening Japanese markets to our exports; Japanese invest-
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ment in the U.S.; and moderating Japanese exports to the U.S. The report supports
the first two but disavows the third. In respect to the third, I would suggest, instead,
that Japan would be well advised to moderate its export drives in order to reduce
the occasional export surges which have been characteristic of our trading patterns.
These export surges have had a substantial impact on certain industrial sectors, and
have certainly contributed to the strained climate between the two countries. A
moderation of the export drives which have led to these surges would make a
noticeable contribution to improving our balance of trade and reducing the tensions
between us.

Thank you. I will now answer any questions you may have.
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APPENDIX TABLE
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VtlRECT, Ikl)IUECT, AND T.)TAL LAHOU RLLUIHEt4FlNTS IN ,AN-YEARS PER
MILLION DOLLARS OF FINAL Ut)MANiD (1476 PHICES) GEbILHATtU USING rTHE
3f.? bECTOw UOMESTIC-MASED INPUT/UUTUT P IAILE wITH 1 97b
LAMR/OU W/rUTT WATIuS

I-0 INPUT-OUTPtIT CATFGo( Y i)1 rCI I NIO)IHEtT TOTAL

101 DAIRY FARM PHOU 39 488 ?7.904 67,391
102 POULTRYtEGGS 27.5n7 51.541 79.054
103 LIVESTOCK PROD 13.904 36,43E 509336
201 COTTON 40.742 32.R80 73.54?
202 GRAINS.GRASS SEEl) 8.580 25.23b 33.816
203 TOHACCO 90.958 17.R8s 1n8.847
204 FRUITSeTkEE NUTS 67.756 41.55! 109.313
20', VEGETqSUGARMISC CHOPS 28f.n17 29.149 57.166
206 OIL 8EARING CROPS 15.594 19.56b 35.16
207 HURTICULT SPECIALTIES 65.583 19.171 84.754
300 FORESTHY.FISHERY PRHO 21.559 31.299 52*855
400 AG.FOHESTFISHERY SERV 91.551 22.673 114.224
500 IHON1FERROALLOY MINING 10.883 26.334 37.217
601 COPPER ORE MINING 19.135 18.67U 37.805
602 OTHER NONFERR. MINING 22.n77 18.46f 40.544
700 COAL MINING 14.255 9.30b p3.561
o00 CHUDE PETRONATUR GAS 8.673 7T700 16.372

900 STONECLA'. MINING 28*356 25.79e 54,148
1000 CHEM.FERTILIZER MINING 12.622 19.3HJ 32.005
1101 NEW CONSTRUCRESItf)Nr 41.365 45.164 8R6529
1102 NEW CONSTRUCoNONRESIU 459911 39.08t 84.99R
1103 NLw CONSTRUCUTILIlIES 41.040 39.25s 800295
!!`^ ~t'* CONSTRUCtHIGHWAYS 43.553 31.,7e 754R7S
1105 NEW CONSTRUC,OTHER 42.376 32.25u 74.620
1201 REPAIR CONSTRUCoREsil) 50.437 51.890 1n02327
1202 REPAIR CONSTHRJCOrhEH 50.437 37.68b 88.122
lj(1 GuIDEo MISSILES 18.390 25.3n0 43.699
1302 ANMO.EXC SMALL ARMS 8.518 28.536 37.053
1303 TANKSITANK COMPOINENTS 7.265 34.92J 42.188
1J04 SIGHTINGtFIRE EQUIP 9.949 40'O*Rb 50035
1305 SMALL ARMS 11.227 27.66= 38,893
1306 SMALL ARMS AMMO 10.274 30.636 409913
1307 OTHER ORONANCE 11.695 28.96v 40.664
1401 PEAT PRODUCTS 79Z?9 48,07' 56.008
1402 CREAMERY HUTTER 4.200 73.22e 77.42?
1403 CHEESE 3.691 46.48R 50,675
1404 CONDENSEDOEVAP. :iILK 3.009 37.084 40.093
1405 ICE CkEAMFROZ DESSERT 10.255 51.629 61.884
140b FLUID MILK 9.539 61.16t 70.706
1407 CANNEDCURED SEA FOOL 12.205 30.17d 42.377
1408 CANNEl) SPECIALTIES 107TA2 42.776 53,5*0
1409 CANNED FRUI-SVEGET 14.661 44.64b 59.306
1410 DEHYnRATED FOOO PWOD 12.474 49.n7b 61.550
1411 PICKLESSALAD DRESS 11.801 45.624 57.425
1412 FRESH*FROZ F;SH 13.212 26b626 39.838
1413 FRnZ FRUITSVEGET 17.052 14.97h 62.028
1414 FLOUR AND CEREAL 5.043 37.92b 42.970
1415 ANIMAL9FUWL FEEDS 5.219 41.34e 46.561
1416 RICE MILLING 4.n004 43.18 47,188
1417 WET CORN MILLING 7.891 246.R6 32.756
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OIRTCT, tNJIRECT, AND TOtAL LAHtIH WEUUIRF.ENTS IN MAN-YEAPI PER
MILLION UULLA"S OF FINAL I)blANU (1976 PHILCS) GENLHATLO USING THF
367 SECTOR D)OMESTIC-BASI) INPUT/UUTPUT 1AHLE wITH 19b

LAHo(H/OUTPUT HATIOS

1-0 INPUT-OUTPUT CATFG(UHY UIHRCT INDIRECT TOTAL
___ ------------------- ------ ______-_ --

1418 BAKERY PRODUCTS 19.954 23.9h6 43.821

1419 SUGAR 7.392 36.159 43.55).
1420 CANDYtHELATEU PROU 150.66 28.ROJ 44.369

1421 ALCOHOLIC HEVERAfitS 3.898 26.779 30.677

1422 SOFT DRINKS 12.915 27.09U 40.013

1423 FLAVOR EXTRACtSSIhUPS 3o.90 30.048 34.008

1424 COTTONSEED OIL HILLS 9.945 79.363 R9.3n9

1425 SUOYHEAN OIL MILLS 2.203 39.239 41.435

1426 VEGETABLE OIL MILLS 4.224 35.500 39.724

1427 ANIMAL FATS,OILS 12.ln6 28.870 40.982

142A ROASTED COFFEE 3.732 14.421 18.153

1429 SHORTENINGOCOOKING OIL 5.973 45.04V 51.022

1430 MFO. ICE 52.396 23.37b 75.771

1431 MACARONISPAGHETTI 19.658 31.774 51.432

1432 FOOD PREPARATIONSNEC 16.458 36.73y 53.197

1501 CIGARETrES, CIGARS 5.182 32.863 38.045

1502 TOHACCO STEMMING,RLEHY 7.852 91.346 99.200

l]01 BROADWOVEN FABRIC MILL 23.358 46.591 69.9*8

1b02 NARROW FABRIC MILLS 27.93n 29.15b 7.s086

1603 YARNITEXTILE FINISHING 26.227 51.604 77.831

1bO4 THREAD MILLS 20.383 40.93b 61.318

1701 FLOOR COVERINGS 15.610 57.58J 73.193

17U2 FtLT GOODS 39.617 57.16 96.7Rt

1703 LACE GOODS 56.293 25.704)u 1.993

1704 PADSeUPHOLSTERY FILL 21.AP1 24.8nl 46.682

1705 PROCESS TEXTILE wASTL S2.o18 37.95b 90.174

1706 COATED FAHRIC 20.592 35.20b 55.799

1707 TIRE COROFABRIC 19.914 41.n07d 60987

1708 SCOURCOM'ING PLANIS 74.588 73.731 148*323

1709 CORDAGE ANO TWINE 36.123 29.16d 65.284

1110 TtXTILE GOOOSNEC 28.127 36.65 64.785

1d01 HOSIERY 43.107 S4.098 97.205

1802 KNIT APPAREL MILLS 31.552 47.16b 78.718

1803 KNIT FAdRIC MILLS 17.912 71.6fV A9.781

1804 APPARtL,PURCHASED MATL 35.134 50.548 85.68?

1901 CURTAINS AND DRAPES 34.632 58.30b 92.938

1902 HUUSEFURNISHINGSNEC 26.829 71.44t 98H276

1903 FARRICATEO TEXTILLSNtC 25*463 48.42U 73.83

?001 LOGGING 21.524 24.741 46.265

2002 SAWHILLSPLANING MILLS 26.344 28.541 54.884

2003 HARDWOOD FLOORING 49.979 4ne.54 90.542

2004 SPECIAL PROD SAiMILLS 26.*n5 23.161 49.566

2005 MILLWORK 19.317 33.51a 52.833
2006 VENEEh AND PLYWOOU 17.747 32.27? 50.022

2007 PREFAB WOOD STRUCTURES 17.182 43.86d 61.044

20U8 WOOD PRESERVING 12.183 26.43d 38.615

2009 WOOD PRODUCTSNEC 27.799 32.60L 60.401
2100 WOODEN CONTAINERS 23.941 35.351 59.298

2201 wOOD HOUSE FURNITUHE 38.631 35.92d 74.559

2202 UPHOLSTER HOUSE FURN 37.?n4 41.71b 78.920
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(I;[Pt.Cl I, IOdI LL Ct ANU t1 0gL LA' RIUtH MLU WL?1 .'r.4lM:i Iw r 'C li-l Ic. rrp

MILLION I)OLL.AHS OF FINAL UMANI) (19t7b PRICIS} GFtrtJWAtUt IITSNG THE
3f67 SF:CTO UOOMESTIC-HASLO IINUrT/OUrPUI TAHLE WITH 19it
LAHOw/OUTPUr RATIOS

1-0 INPUT-OUIPUT CA 1 b(HY

?e03 METAL HOUSE FURNITrHE
2204 MATTRESSES. UFtJSPIN[NGb
2301 WOOU OFFICE FURNITURE
2302 METAL OFFICE FURNIIURE
2303 PUBLIC 8IJILDING FUHN
2304 WOOD PARTITIONFIXTURE
2305 METAL PARTITIONFIxTUR
2306 BLINOS AND SHADES
2307 FURNITUREtFIXTUREStNEC
2401 PULP MILLZ,
P402 PAPER MILLS
2403 PAPER80OARli MILLS
2404 ENVELOPES
2*05 SANITARY PAPER PRUL
2406 WALLPAPER MILLS
2407 CONVERTED PAPEHN BHOA
?500 PAPER CONTAINERSdUXES
2601 NEWSPAPERS
2602 PERIOOICALS
2603 BOOK PRINTING,PUbLISH
?o04 MISC, PU4LISHING
2605 COMMERCIAL PHINTINb
2606 BUSINESS FORMSRINUEHS

oUl7 GHEETING CARO5
2608 MISC. PRINTING SERVICE
2701 INDUSTRIAL CHEMICALS
2102 FERTILIZERS
2703 AGRICULTURAL CHEMICALS
2704 MISC. CHEMICAL PROl
2dUl PLASTIC MATLSRESINS
2d02 SYNTHETIC RUHBER
2603 CELLIJLOS MANMADE FIBEH
2d04 ORGANIC FIB ER,NONCELL
2901 UDUGS
2902 CLEANING PREPARATIONS
2903 TOILET PREPARATIONS
3000 PAINTS. ALLIED PROP)
3101 PtTROLEUM REFINING
3102 PAVING MIXTURESRLOCKS
3103 ASPHALT FELrS, COATING
3!01 TIRES AND INNER TUeES
3202 RUHBER FOOTWEAR
3203 RECLAIMED RU88ERMISC
3204 MISC. PLASTIC PROU
3300 INOUST LEATHER,TANNING
3401 FOOTWEAR CUT STOCK
3402 NONRUBBER FOOTWEAR
3403 OTHER LEATHER PROD
3501 GLASS.EXC CONTAINtHS
3502 GLASS CONTAINERS

DIRECT INDIHELC TOTAL
…_____ ---- _-- -- _

31. 37
29.412
28.346
22.542
28.299
28.974
24.281
23.538
28.505
5.645

12;543
10.303
25.588
6.250

18.746
14.737
16.760
35.7n0
15.797
16oR87
26.193
25.331
22.008
28.175
40.263

7.897
9.*996
3*S54

11.268
4.577
3.645

1 5.110
18.n99
13.317
7.517

11.522
18.053
1.895

10.161
10.891
9.926

32.566
20.827
13.982
15.S25
24,278
41.489
46.254
19.8A4
21.591

33.931
48.434
35.92b
25.781
31.14J
32*21b
30.021
28.561
32.551
23.3I7
29 336
28.711
31.311
25.10w
30.544
29.751
29.651
24.91¥
36.461
30.89Y
20.694
26 14b
21. n8se
25.366
18.28t
23.11l
39.390
15.091
25. 691
280554
31.85U
31.090
41.63U
39,42U
34.74U
68.74e
29.68d
16.371
?1.136
20.11l
27?03d
31.101
28.21t
25.691
18.601
25.800
2e834Y
39.631
21.391
17.619

65.307
77.846
64 .272
48.323
59.44Z
61 189
54.307
52.099
61.056
29-017
41.878
39.020
56.900
31.352
49.289
A4.488
46.411
60.619
52.264
47.7?6
46.886
51.476
43.090
53.540
58.548
31.012
49.386
18.945
36,959
33.132
35.503
46.200
59* 736
52.737
42.257
80.268
47.735
18.266
31.298
31.003
36*965
63.6A?3
49.044
39.673
34.12(
50.078
69.839
859.8a
41.282
39.210
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nI;:tcr INllIRECrT ANIJ TOTAL LABOR kE(JUIEMFNTS I[N MAN-YEARS PtW
HtTLLION DoLLARS OF FINAL ItMAND (Jq1h PRICES) GLNEHATtU USING THE
367 SECTOH UOMESTIC-dBASE) INPUT/UUTPUT TAHLE dITI4 191h
LAH4U/OUTPUT RATIOS

I-C 1hNPUT-OUTPUT CATFGUHY I)IHfCT INDItLEC TOTAL

3601 CEMENTHYDRAULiC 9.107 19.o05 28.766
3602 HHICKCLAY TILE 33.096 19.'829 R2925
3603 CERAMIC wALLFLOOHlILL 36.211 29.23D 65.446
3b04 CLAY HEFRACTORIES 20.634 24.760 45,394
3005 STRUCTURAL CLAYNEC 31.127 24.101 55.229
3606 VITREOUS PLUMBING FIXT 31.*88 18.q04 50.792
3607 FOOD UTENSILS.POTTERY 55.512 1iS81e 71.330
3608 PORCELAIN ELECT SUPPLY 32.112 17.550 49.652
3609 POTTERY PROOUCTSNEC 43.n63 22.536 65.599
3610 CONCRETE HLOCKBRICK 18.153 27.152 &5.308
3611 CONCRETE PRODUCTStlEC 21o.70 ?3.43V 45.159
3612 RtADY-MIXEO CONCRETE 12.140 27.935 40.073
3613 LIME 14.357 17.96d 32.320
3614 GYPSUM PROUUCTS 13.708 25.26e 38.970
3o15 CUT STONE, STONE PHO) 38.458 Z3.864 62.326
3616 ABPASIVE PRODUCTS 18.957 ?9.76Y 48.626
36:7 ASHESTOS PRODUCTS 19.9nR 26.361 46.269
3618 GASKETS, INSULATIONS 29.121 30.941 60.062
3619 MINERALSi GROUND 17.7278 35.369 52.647
3b20 MINERAL WOOL 13.576 20*12! 33.7n3
3b21 NONCLAY REFRACTOPIES 15.644 28.76V 44,413
36A? NONMETAL MINERAL PHOU 25.549 26.623 52.174
3701 FURNACES. STEEL PROU I1.n06 23.41U 34.416
3702 IHRO, STEEL FOUNnRIES 22.740 1R.89 4*1.631
3703 IRON, STEEL FORGINGS 12.424 23.636 36.060
3704 PRIM4AY METAL PROONEC 20.7n6 23.764 44.470
3801 PH!MARY COPPER 5.n79 41.f6t 46.744
3802 PRIMARY LFAD 4.699 41.433 46.134
3803 PRIMARY ZI:IC 8.646 25.134 33.780
3004 PRIMARY ALUMINUM 4.368 25.50L 29.870
3d05 PRIMARY NONFERR METALS 8.567 21.234 29.801
3806 SECONDARY NONFER MtTAL 5.601 24.116 29.777
3807 COPPER ROLLINGDRAwING 9.750 33.464 43.214
3808 ALUM. ROLLINIGeDRAwING 8.611 26.58U 35.199
3809 NUNFER HOLLING,DRAWING 9.079 24.359 33.431
3810 NONFERR WIRE DRA.ING 12.850 36.53t 49.387
3811 ALUtMINUM CASTING 16.737 2O.54V 37.286
3612 8RASStCOPPER CASTINGS 22.203 29.24a 51.449
3813 NONFERR CASTINGS,NtC 15*163 16.664 31.827
3814 NONFERR FORGINGS 14.165 31.lle 45.277
3901 METAL CANS 7.R92 P6.384 34.276
3902 METAL HARRELSPAILS 12.20? 29.9RJ 42.803
4001 METAL SANITARY WARE 16.980 26.Z71 43.251
4002 PLUMBING FITTINGS 15.797 34.171 49.974
4003 HEATING E(1UIPEXC ELEC 19S127 38.35t 57.4R4
4004 FAijRICATEU STRUC STEEL 20.801 26.221 47,022
4005 METAL O0ORSsSASHrTHM 30.375 30.03u 60.413
4006 FA8RICATED PLATE wuRK 21.074 2e.t14 49.78A
4007 SHEET METAL WORK 22.171 26.464 48.635
4009 ARCHITECTURAL METAL 27.381 35.95t 63.336
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DIliECT INDiRtCr. AI41) IUIAL LAtH)H REUUIRHE. lEiTS I rJ MAN-YFAFk PER
MILLION DOLLARS OF FINAL I)tHANt) (1976 PRl.FS) Ee.E4ATt.L) UlCSiNG THE
367 SECTOH Lo()ESTIC-HASEII INPUt/OUTPUT TAHLF. wITH 197h
LAFHO/OUTPUT RATIOS

1-0 INPUT-OUTPUT CATF GOGY U!RFCT Ir IRtLC1 TOTAL

40O9 MISC. METALdOPK 18.9A6 3q.609 49.295
4101 SCREW HOLT UT WUASHE 2. 2116 20.8yJ 42.098
4102 METAL STAMPINGS 18.046 ?4.053 42.099
4201 CUTLERY 20.207 36.336 56.543
4202 HANODE(GE TOOLS,SAwS 19.560 23.?22 42.788
4203 HARDWAREeNEC 21.A34 25.349 46o983
4204 COATINGENURAVE SksV 29*411 19.88H 49.298
4205 MISC. WIPE PROOUCrs 19*671 28.56b 48.237
4206 SAFES AND VAULTS 17.994 28.40t 46.399
4207 STEEL SPRINGS 16.611 32*82* 49.437
4208 PIPEV¥LVES*PIPE FIT 15.343 22.973 35.317
4209 COLLAPSIBLE TUBES 30.776 23.901 ;4,-678
4210 METAL FOILLEAF 14.944 47.256 hk.202
4211 FABRICATED METAL PRUD 18.096 29.77u 47.866
4301 STEAM ENGiNESTURHINES 12.723 25.633 38.357
4302 INTERNAL COMBUST ENGIN 13.132 31.38u 44.512
'400 FARM MACHINERY 14.265 31.766 46.033
4501 CONSTRUCTION MACHINERY 13.242 24.766 38.009
4502 MINING MACHINERY 14o3P8 26.829 41.156
4503 OIL FIELO MACHINERY l5.513 19,14, 34.655
4601 ELEVATOR.M4OVING STAIRS 22?2nl 28.716 50.919
4602 CONVEYORS, AND EQUIP 19.q38 31o14i 51.O80
4h03 HOISTSCWRANESMONOHAIL 17.912 28.569 46.481
4604 INOUST TRUCKStTRACIOUS 17.648 30.2n0 47.650
4701 MACHINE TOOLMETAL CUT 23.095 23.97b 47.072
4702 MACHINE TOOLMETALFORM 21245 25.461 4b.706
4103 DIES ANU TOOLS 29.946 .4.43b 54.39?
4704 METALWORKING MACHINERY 26.429 29.926 56,355
4601 FOOD PRODUCT MACHINES 16,H39 23.998 40.837
4802 TEXTILE MACHINERY 26.013 28.651 54.664
4803 WOODWORK MACHINERY 20.176 29.79e 49,9g9
4O04 PAPER INOUSInY MACHINE 14,435 25.964 40.399
4605 PHINTING TRADE MACHINE 17.392 24.539 41.931
4806 SPECIAL INDUST MACHINE 14.694 24.28f 38.981
4901 PUMPS AND COMPRESSOwS 17,377 29.14U 46S518
4902 HALL. ROLLER BEARINGS 22.834 24.514 47.348
4903 BLOWERS AND FANS 16.474 24.12C 40.597
4904 INDUSTRIAL PATTERNS 23?667 19.47O 43.143
4905 POWER TRANSMISSION EU 20.297 24.569 44.866
4906 INDUST FURNACEStOVENS 14.285 27.261 41.546
4907 INDUSTRIAL MACHINERYNEC 20.014 27.434 47.448
5000 MACHINE SHOP PROn 31.820 19.581 51.408
5101 COMPUTING MACHINES 22.413 53.899 76*312
5102 TYPEWRITERS 25.787 25.433 51.220
5103 SCALES AND BALANCES 22.539 25o501 48.040
5104 OFFICE HACHINESNEC 19o442 28.50f 479949
5201 VENDING MACHINES 21.076 41,370 62.44&
5202 COMMERCIAL LAUNDRY EQ 22.726 40.09M 62.824
5203 REFRIGERATION MACHINE 14.470 42.82M 57.9298
5204 MEASIJHE DISPENSE PUMPS 150oqo 28.708 43.79R
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DIRECT, IND)IRECT AND TOTAL LADUR REUUIRE'4F.NTS IN MAN-YEARS PLR
MILLION DOLLARS OF FINAL tLMANI) (1976 PRICES) GENLHATILt UISING THE
367 SECTOR UOMESTIC-BASLD INPUr/OUTPUT TARLE *ITH 197b
LAROH/UUTPUT RATIOS

INPUT-OUTPUT CATEG)ORY

SERVICE INUUST MACHINES
ELECTRIC MEASURE INSTH
THANSFOR'ERS
SwITCHBOARO APPARATUS
MOTORSGENERATOHS
INDUSTRIAL CONTROLS
wELDING APPARATUS
CARBON, GRAPHITE PHOD
ELECT INDUST APPARATUS
HOUSEHOLD COOKING EQ
HOUSE REFRIGFREEZLRS
HOUSE LAUNDRY EQUIP
ELECT HOUSEWARES,*FNS
HOUSE VACUUM CLEANtRS
SEWING MACHINES
HOUSE APPLIANCESNEC
ELECTRIC LAMPS
LIGHTING FIXTURES
WIRING OEVICES
RAOIO, TV SETS
PHONOGRAPH RECORDS
IlLE-PHONEGRAPH
°DDIOtTV COMMUNICAT EQ
ELECTRON TUBES
SEvICONOUCTORS
ELECTRONIC COMPONENTS
STORAGE 6ATTERITS
PHIMAH BATTERYtwETtUHY
X-RAY APPARATUStTUHES
ENGINE ELECTRICAL EU
ELECTRICAL EQUIPvNEC
TRUCK AND BUS BODIES
TRUCK TRAILERS
MOTOR VEHICLESPARTS
AIRCRAFT
AIRCRAFT ENGINESqPARTS
AIRCRAFT PROPELLoPART
AIRCRAFT EOUIPMENTNEC
SHIPBUILDING6REPAIHING
BOATBUILOINGEREPAI[ING
LOCOMOTIVES, PARTS
RAILROAO, STREET CARS
MOTORCYCLEtBICYCIPARTS
TRAILER COACHES
TRANSPORTATION EQNEC
ENGINEERSCIENCE INSTR
HtCH MEASURE DEVICE
AUTO TEMP CONTROLS
SURGICALMED INSTHU
SURGICAL APPLIANCESUP

DIHRCT IlNDUIELI TOTAl.
____ ~ ~ ~ EI _ _Em__ _ _

18.264
32.472
25.519
22.598
25.944
28.656
15.201
19.944
35.383
18,539
15.212
11,817
24,480
18.942
2220¢4
14.463
25.113
30.696
28.464
15*523
17.133
25,980
28*958
27.148
53*952
30.371
18*571
18.299
14,923
18,470
25*035
18.002
13,309
8,641

13,961
17,871
23.099
23.0Ft
22.237
23.457
13,895
13,668
26,723
17.582
16,395
25,712
26.579
26.949
23.917
27,300

37.741
33. 44
31 .963
28.691
27a.73
31, .70
26.831
21 .64
37.A51
42.794
39,559
43.251
52.154
38.23b
28 13U
43.59b
21931b
32.33b
25.96b
66.734
36.854
24.02C
28.726
37t55V
48.69U
46.s51
34,15u
29.01
23,81
2b.56b
41.869
40*799
42.234
34.101
31 .75
29.351
46.521
30.591
23.961
30.931
29,15!
28.004
33, 19
46.444O
36. 024
40,35S
33.45L
27,95W
33.33W
38.463

56.011
66.414
57,483
51.296
53.683
60,365
42.031
41.589
73.233
61.333
54.771
55.073
76.632
57.177
50.342
58.059
46.429
63.032
54.428

2.,257
53*987
50.002
57.684
64, 7f7

102.649
76,888
52 721
47,311
38.739
44.035
66.904
58.800
55.542
42.742
45.716
47.228
69.626
53.67R
46.198
54 388
43.053
41.672
59.920
64.026
52. 20
66.070
60.030
54.906
57.255

5. 763
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1-0

5205
5321
5302
5303
5304
5305
5306
5307
5308
5401
5402
5403
5404
5405
5406
5*07

5502
5503
5601
5602
5603

5701
F702
5703
5801
F'02
5803
5804
5805
5901
5902
5903
6001
6002
6003
6004
6101
6102
6103
6104
6105
6106
6107
6201
6202
6203
620.
620 s
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IIPECT. IkOlRECT, AND TOTAL LAbOH PEOUIREIFNTS IN MAN-YFAPS PER
MILLION DOLLARS OF FINAL UtMAND (1976 PHICES) GENLRATLU USING THE
36' SECTOR UOIAESTIC-HASED INPUT/OUTPUT TAMHLE wIIrH 197b
LAHOH/OUTPIJT RATIOS

1-0 INPUT-CUTRUT CATEGIORY

6206 DENTAL EUQ SUPPLItS
A207 WATCHFS,CLOCKSPAHrS
6301 OPTICAL INSTkU,LENSES
6302 OPHTHALMIC GOODS
6303 PHOTOGRAPHIC EQ SUPIPLY
6401 JEWELRY
6402 MUSIC INSTRUMENTPAkTS
6403 GAMES, TOYS
6404 SPORT, ATHLETIC GOODS
6405 PENS, PENCILS
6406 ARTIFICIAL FLOWERS
6407 BUTTONSPINStFASTENERS
6408 BROOMS AND BRUSHES
6409 HARD FLOOR COVERING
6410 MORTICIANS GOO
6411 SIGNSADVERTIS DISPLAY
6412 MISC. MANUFACTURESNLC

DIRECT INUIRELI TOTAL
…_____ ------ _ -- _

28.5qn
26on33
31.115
24.907
14.214
28.842
25.121
18.014
24*.97
22*093
21 920
18.R06
18.432
10.318
21.897
18.659
39.102

32.9n0
45.131
44.26b
27.680
26.12u
25.81l
41 .65U
36059d
35.693
40O.14
30.12e
28.T8b
35. 16
29.4e9
43.37 (
26o363
36.374

1.498
71.164
75.38n
52.587
40.342
54.657
66.771
54.605
59.990
62.238
52.041
47.591
53.601
39*807
65.274
&5.023
75476
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U.S. Department of Labor Bureau of 'niernalona! Labo' Affairs
Wasrington. DC 20210

Repy to I,'e Alter.,on o! IR (FERS)

MAR 30 1979

CRITICAL ASSESSMENT OF THE CBO BACKGROUND PAPER:
U.S! TRADE POLICY AND THE TOKYO ROUND OF

MULTILATERAL TRADE NEGOTIATIONS

The Concressional Budget Office's recent background paper on

the Multilateral Trade Negotiations was a useful summary of past re-

search on the impact of trade liberalization. The report provided a

balanced discussion of the benefits from trade liberalization, but the

discussion of the negative impact of trade liberalization did not take

account of the treatment of sensitive sectors during the actual nego-

tiations.

Based on hypothetical tariff-cutting formuli.s, the CBO background

paper presents several illustrative estimates (by Baldwin & Lewis and

Cline) of the employment impact of various hypothetical multilateral

tariff reductions. The CBO study was not able to use the actual tariff

cut made in the Multilateral Trade Negotiations (MTN), which took

account of many of the more sensitive sectors. For this and for other

reasons, the employment and regional effects of the MTN shown in the

CBO study are subject of modification. The study, however, does em-

phasize that the employment impact of such tariff cuts is likely to

be very small. In fact, the employment impact of the current MTN

is likely to be smaller and less concentrated in sensitive sectors

than the estimates in the CBO report would indicate.

*Robert E. Baldwin and Wayne S. Lewis, "U.S. Tariff Effects on Trade
and Employment in Detailed SIC Industries," U.S. Department of Labor
(1978). William R. Cline, Naboro Kawanabe, T.O.4. Kronsjo, and
Thomas Williams, Trade Negotiations in the Tokyo Round: A Quantitative
Assessment (Washington, DC: The Brookinqs Institution, 1978), Partially
funded by the U.S. Department of Labor.
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In summary form the CBO conclusions need to be modified because:

1. she LBO employment estimates are based on 50 or 60%

linear taritf reductions, while the current U.S.

offer averages less than 3t%, and it is non-linear.

Sensitive (e.g., labor-intensive, low skilled) in-

uus-ries were subject to no tariff cut, or much

smaller tariff cuts than non-sensitive items. Press

accounts of the CBO report emphasized the "finding"

that industries most likely to suffer from iTN

tariff cuts wo:ld inciude footwear and TV sets, when

in fact (as noted in a footnote for the CBO report)

both rubber and nonrubber footwear as well as color

TVs were excluded from MTN tariff cuts. Other in-

uustries such as apparel and Leaihei products nad

smaller tariff cuts on the grounds of sensitivity,

The actual cuts will have both a smaller gross em-

ployment impact and a smaller affect on low-skilled

labor than formula reductions, An analysis of the

characteristics of workers in sensitive industries

l; given below.

2. The CBO illustrations also neglect the increase in

U.S. exports to LDCs which will accompany the growth

in worla trade brought about by the MTN. The LDCs

are likely to spend a large fraction of their in-

creased import expenditures on U.S. goods. Increased

LDC purchases will also inicrease the positive empioy-

ment impact of the MTN.

3. The consequences of the tariff cuts summarized by the
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tBO were impact estimates of the change in the demand

tor labor. rhe estimates aid not take account of

other changes in tne economy which would affect labor

demand, such as demand growtn or of cnanges in exchange

rates. The tariff cuts are to be ohaseo in over an

eignlt-year period. The discussion of layoffs is

not accurate without taking these factors into account

or without considering normal employment growth and

attrition.

4. Finally, the CBu examples do not take into account

the trade and employment impact of the various

non-tariff barrier codes negotiated in Geneva.

Although very difficult to quantify, most experts

believe that the u.S. is likely to gain in any

multilateral reduction or N.T.B.s, particularly in

the procurement and the standards code.

Two important points should be emphasized regarding the distri-

butional consequfnces of the MTN. First, while employment opportunity

losses in an xndistry are indicative of the level of the employment

impact, tney are not necessarily indicative of the costs of adjustment

to trade. Rather than presuming that declines in industry employment

opportunities result in an equivalent number of Layoffs, the net

employment impact should be expressed as a percentage ot the inaustry's

labor force and compared to the industry's employment growth trend and

normal rate or attrition. Estimated employment opportunity declines

resulting from tne MIN will translate into a slower growth in employ-

ment -- rather than layoffs -- in some industries. Even in those
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industries where actual employment declines are expected to occur,

all or part of the decline may be accomnplished through a combina-

tion of a reduction in hiring and normal attrition, particularly

when employment declines are to oe spread out over eignt years.

Industries are then correctly identified as impacted when actual

employment declines are expected to occur after controlling for

employment growth and attrition.

Secondly, with regard to the distribution of geographical,

occupational and demographic impacts, it is important to consi-

der the differences in these industry and employee characteristics

within the categories of impacted industries in light of the ex-

ception, offers, and counter-offers made by all parties during the

negotiations. The characteristics of industries and employees who

generally bear the costs of adjustment to trace may differ sLgnifi-

cantly from those affected by the MTN. MTN-impact analyses must

compare industries impacted by trade trends with those given special

consideration in the Tokyo Round to develop a picture of those seg-

ments of the labor force which are likely to bear trade-related

adjustment costs.

In addition, consideration should be given to two other aspects

of the distributional impacts: (1) the female and minority compo-

sition of employment varies within the group of MTN impacted indus-

tries, e.g., steel products and textiles; and t2) geographical em-

ployment impacts are difficult to predict given only a cross-

sectional picture of Industry employment Dy state. Even if employ-

ment declines are expected in an industry, it is difficult to predict

which firms and which plants will actually experience aeciines.

44-398 0 - 79 - 7
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-he office of Foreign Economic Research is making detailed

sectoral es imates of the trade and employment impact of the M£TN

tariff cuts eased upon the actual U.S. and foreign offers. These

estimates differ significantly from the impact discussed in the

newspaper accounts of the CBO report because sensitive sectors were

exempted from tariff cuts.

A preliminary analysis identified those sectors which were

exempt from tariff cuts or had tariff cuts which were less than

fifty percent of the Swiss rormula cut. Tne remainder of this

paper compares the demographic and occupational ciiardcteristics

or the workers in those industries with the average for overall

manufacturing.

The burden of adjustment to employment declines resulting from

changes in trade falls upon the workers in import-sensitive indus-

tries. To the extent that worker demographic and occupational cnarac-

teristics differ systematically between the trade-enhanced and import-

sensitive industries, the costs of adjustment, will be borne dis-

proportionately by particular segments of the labor force. Through-

out the MTN negotiations special consideration was given to those in-

dustries where employment opportunities have been most heavily im-

pacted by expanding trade, and, as a result, those segments ot the

labor torce which are normally forced to bear the costs of adjustments

to tne expansion of trade.

The extent of the impact or these negotiations on tne distribution

of the ad-usIment bur~en can be higlighted by focusing on the demogra-

phlc and ccpat_ Iinal caracteristics of workers in industries given

asecia1' -: - -} ie ..oeents summary statistics regarding

*rkr : :-r ~ ~- ~-: 2 ;.-r;es ;ranted special consideration,

C -~refearr. -, + i'-tres and the overall average for

'? E.-:*ce-- :' r-e :- -v .s-r . d.aueou-te~ for 11 ovrcent of manutacturing
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the manufacturing sector. The comparison inoicates that these

sensitive industries employ higher proportions of females, minority

and older workers than the averagi for the manufacturing sector as

a whole. Also, skill levels, educational attainment and earnings

of workers in these industries are lower than the average for workers

in the manufacturing sector.*

Demographic Composition of =mployment in Sensitive industries

Import-sensitive industries employ a suostantially larger pro-

portion of females than does the manufacturing sector. 6zs of all

employees in these sensitive industries are female as compared to

29% in the manufacturing sector. Minority workers also constitute

a higher proportion of employees in these sensitive industries than

in the manufacturing sector as a whole. Similarly, older workers

tover 5u years of age) whose adjustment to job losses can be par-

ticularly costly, constitute a larger proportion of employees in

sensitive industries, 30%. than in the manufacturing sector as

whole, 20%. This fact combined with the similarity in the proportion

of young workers in each group of industries, indicates that the

adjustment burden to any MTN-related employment declines will not

fall disproportionately on workers of any particular age group.

Earnings or Employees in Sensitive Industries

The percentage of tne labor force in tne sensitive industries

which had total family incomes below the poverty level in 1960 was

more than twice the percentage in manufacturing as a whole. These

*C.M. Aho and J. Orr "International Trade's Impact on U.S. Workers:
Demographic and Occupational Characteristics of workers in Trade-
Sensitive Industries", Office of Foreign Economic Research, U.S.
Department of Labor, March 1, 1979, showed that characteristics
also differed systematically from the workers in trade-enhanced
industries. The characteristics of workers in these "sensitive"
industries are similar to those of workers in industries most
strongly affected by trends in trade over the re-ent past.

BEST COPY AVAILABLE
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high poverty rates reflect, among other things, the inability of

these workers and tneir families to finance adjustments to job

losses. Tneir aisproportionate employment in sensitive inaustries

indicates the successtul attempts to reduce the earnisngs Losses

througn negotiations. An examination of the distribution of em-

ployee earnings in 1969 shows that 95.5% of workers in these sensi-

tive inaustries earned less than $1U,000 comparea to 77.Y% in the

overall manufacturing sector. Thus, not only are a greater percen-

tage of worKers in these sensitive industries living below the

poverty level. but a larger percentage are earning less than the

manufacturing average.

Lducational Attainment and Skill Levels of Employees in
Sensitive Sectors

The level of formal education embodied in the labor force in

these two sets of industries is represented by two measures; one, the

percentage of employees having completed nign scnool, and two, the

percentage of employees having completed 4 years of college, On both

measures, employees in the sensitive industries haa lower Levels uf

euucational attainment than workers in the overall manufacturing

sectors -- 30.8% of workers in the sensitive industries completed

high school and 2.2% completed college, while 36,6% of the manufacturing

work force completed high school ana 5.1% completed college,

This difference in educational attainment is mirrored in the

difference in skill levels or numan capital embodied in the labor forces

of the respective sets of industries. On a wage basis, the skill index

for the sensitive industries was 74% of tne manufacturing average;

72.5% of the labor force of the sensitive industries was classified as un-

sailied as corrparea to 48.4% of the overall manufacturing labor force.

The percentage of the work force classified as olue collar reveals
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similar results. Tnus, on all three measures of skill, the industries

given special consideration are those sectors which hire the largest

percentage of unskilled workers.

The statistical sumnary indicates a clear systematic pattern in

the characteristics of workers in the sensitive industries relative

to the characteristics or workers in the manufacturing sector. These

differences in characteristics, and earnings patterns in particular,

suggest that those workers who , u.nder expanding trade, woulu have to

bear tne burden of both the short run adjustment costs of changes in

trace and potential declines in their long-run earnings capacity,

are precisely those who were given special consideration in the MTN

negotiations.

Thus, considering the demographic and occupational cnaracteristics

of the workers in industries which were treated witn sensitivity

curing the negotiations, the CBO conclusion that the MTN would impact

heavily on unskilled and economically disadvantaged workers needs to

be modified. Through an extensive series of consultations with pri-

vate sector advisory committees from labor and industry, care was

taken to minimize the negative impact on sensitive sectors or on

particular demographic and occupational subgroups in the labor force.
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Demographic and Occunational Characteristics
of Workers in Industries Treated with Sensitivity

During the Multilateral Trade Neeotiations
(percentage of the laborforce)

Sensitive Manufacturing
Industries Average

Female 1/ 62.3 28.6

Minority (non-white) l/ 11.2 9.9

Under 25 Years of Age 16.6 16.4

Over 50 Years of Age 1/ 30.1 19.8

Family Income B 9ow the 8.5 4.2
Poverty Level _/

Annual Eaygincs Under 90.5 77.9
Sln, nne ±

high School (4 years) 1/ 30.8 36.6

College (4 years) l/ 2.2 5.1

Skill measured as a percentage
of the Average wide in manu- 73.5 100.0
facturing (1973)'

Unskilled Workers3/ 72.5 48.4
4/

Blue-Collar Workers- 82.9 69.2

1. Source: Census of Population, 1970, Subject Reports: Industrial
Characteristics, U.S. Dept. of Commerce, 1972, (Washington, DC:
U.S. cPn)

2. Source: Employnent and Earninqs, U.S. Dent. of Labor. Index is
the average wage in the industry divided by the average wage in
manufacturing .

3. Source: Census of Population. 1970. Subject Reports: Occuoations
b Industr US. Dept. o Commerce, 1973, (Washington, DC: U.S.
P 1 Unskiilled workers are defined to include operatives other
than transnort, transnort operatives, other laborers and service
workers. Skilled workers are defined to include professionals,
managers, sales, clerical and craftsmen.

4. Same as 3. Blue-collar workers include all defined as unskilled
plus craftsmen.
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Senator STEVENSON. Thank you, sir.
What does the administration propose with respect to trade ad-

justment assistance? Will the administration have any proposals
which would facilitate cross-sectoral adjustments required by these
codes?

You cited the disparate effects on computers and textiles as an
example. Our trade adjustment programs have never been very
effective, it seems to me.

Will the administration have proposals for making them more
so?

Mr. SAMUEL. I think in this specific area, Mr. Chairman, our
feeling is that the special training opportunities offered by the
adjustment assistance program now are probably the direction in
which we are going and should be going.

I think, also, we have to be cautious in how far we do try to
move labor forces from one sector to the other. The apparel indus-
try has not so far lost and, because of a very careful consideration
of the apparel industry, perhaps will not lose very greatly in terms
of employment. I think if we as a government agency venture in
and begin to remove workers from the apparel industry and turn
them into computer operators, it may not be practical, and we may
not be doing a very big favor for the apparel industry.

So I think we have to be very cautious in trying to make or even
consider any whtolesale changes from one industry to another.

As I indicated, the actual employment changes in the various
sectors caused by the MTN is apt to be very, very small.

Senator STEVENSON. Do I take it then that the administration
will be making no recommendations concerning existing trade ad-
justment programs?

Mr. SAMUEL. Well, the administration has not prepared a bill,
nor has it submitted a complete proposal.

What it had done about a year and a half ago was to make
certain comments on the bill which was introduced, in the House
by Congressman Vanik, and in the Senate also.

We have maintained that position since then. We do suggest a
number of changes in the present system of adjustment assistance.

Senator STEVENSON. What will be the effect of the trade agree-
ment, if approved, on labor in the textile industry?

Mr. SAMUEL. I would be very reluctant to make a prediction in
terms of anything specific, Mr. Chairman. I assume that the MTN
itself will probably have a minimal effect.

As I say, the tariff-cutting exercise touched upon that industry
very lightly because we recognized the sensitivity of the industry
and the importance of the industry in our economy.

At the same time, as you know, the administration has an-
nounced a program with the industry and the unions to improve
and speed up the administration of the Multi-Fiber Arrangement,
or MFA. I hope between that program and the fact that the MTN,
in treating the industry with a great deal of care, will actually
have very little effect.

Senator STEVENSON. In what industries do you expect labor to be
adversely affected, if any?

Mr. SAMUEL. I think the negotiators have tried to avoid in the
negotiating exercise taking any action which would imperil indus-
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tries which were already sensitive. It is very difficult to predict
exactly industry-by-industry or worker-by-worker, which industry
might be affected.

For one thing, our economy is very dynamic as you know. Indus-
tries which seem to be export-oriented now may become import-
sensitive a few years from now.

So I really would hesitate to try to nail down or predict any
sense of doom on the part of one industry or another.

Senator STEVENSON. Thank you
Senator Tsongas?
Senator TsoNCAS. Thank you, Mr. Chairman.
Do you have figures on shifts in labor patterns in terms of what

kinds of industries people are involved with?
For example, in Massachusetts there is a shift from basic textile

and shoe industries to computer, high-technology companies.
Is that a peril to other parts of the country?
Mr. SAMUEL. I am sorry?
Senator TSONGAS. In other parts of the country, do you find that

shift happening elsewhere?
Mr. SAMUEL. I assume so. I don't have figures here, Senator, to

indicate that. We have figures, of course, indicating where employ-
ment is, in which sectors employment is. We can compare it to
figures of, let's say, 10 years ago to see what the char:ges are.

In the apparel industry to my recollection, and I come from that
industry, 10 years ago employment, including textiles, was approxi-
mately 2,400,000. It's now probably between 100,000 and 200,000
fewer employees.

Senator TSONcAS. You have certainly had a significant increase
in the work force over that period of time.

Where are they going? In terms of manufacturing. Leaving aside
service industries.

Mr. SAMUEL. I think it would be hard to leave aside service
industries because that is obviously where much of the work force
is going.

I would like to prepare sorme figures for you and present them to
you after the hearing in terms of where the changes in the labor
force and markets have occurred.

Senator TSONGAS. How do you acc)unt for the increase in our
GNP that is allocated to export?

Mr. SAMUEL. How do I account for the increase?
Senator TSONGAS. It certainly cannot be accounted for by aggres-

sive government policies, the Export-Import Bank, for example.
There is no official government policy, aggressive or otherwise.

Why does it happen?
Mr. SAMUEL. I think that government policy is not the only

factor affecting trade. It doesn t necessarily respond only to what
the Government does. I assume as the economies of other nations
become more sophisticated, particular the advanced, underdevel-
oped countries, for example, and even developed countries, that we
are sharing more and more similar technologies, similar tastes and
I assume have similar demands.

I suspect that process is going to continue in the future, as I
indicated in my testimony, so that the world economic community
is in effect getting much smaller.
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Senator TSONGAS. So that projected increase of 10 percent by
1981 would continue irrespective of what the Government hap-
pened to do?

Mr. SAMUEL. I suspect what the Government does may contrib-
ute to it.

I don't think anything the Government can do can actually halt
the process of economic integration on a global basis.

Senator TSONGAS. I don't think we are trying to halt it, I think
we are trying to enhance it.

Mr. SAMUEL. I think government policy could enhance it to a
certain extent, yes.

Senator TSONGAS. What about MTN, what effect will that have
on percentage of GNP allocated to export?

Mr. SAMUEI.. It's hard to predict. I would assume that since our
goal in the MTN was to increase export opportunities and reduce
export barriers, that the effect of the MTN would be to increase
exports even further.

Again, it is very difficult to try to analyze quantitatively, partly
because the results of the negotiations can't be quantitatively
judged and partly because it depends so much on the degree to
which we implement it and the forcefulness with which we imple-
ment the codes.

Certainly that is their purpose and design, and I think probably
the results should go accordingly.

Senator TSONGAS. A final point.
Would it be fair to say as someone suggested that what the

agreements do basically is encourage those industries that have for
the most part higher wages and higher skills at the expense of
those low-wage industries that we have traditionally relied upon?

Mr. SAMUEL. I would like to accept to the first part and not the
last part. I think the MTN is designed to encourage export indus-
tries.

It's, true it is more characteristic of export industries than import
industries that they require high skills. But I hope we have
through the care with which the tariff cuts have negotiated, avoid-
ed any serious damage at all to the industries which could be
impacted by imports.

Senator TSONGAS. It's interesting the Government only does well
and does not spread any ill will around. I am pleased to hear that.

Thank you, Mr. Chairman.
Senator STEVENSON. Thank you, Senator Tsongas.
Before both of you arrived, Ambassador McDonald testified as

follows:
"We anticipate the code will increase U.S exports in the next 3 to 5 years by

between 1.34 and 2.34 billion annually. And t .S. imports, by only .34 billion or a net
export gain of between $1 billion and $2 billion. We also expect an estimated net
gain in job opportunities based on this code ol between 50,000 and 100,000."

He went on to say that, "These estimates are deliberately on the
conservative side".

Would you agree with his estimates?
Mr'. SAMUEL. Mr. Chairman, I understand those figures may

refer largely to the procurement code which is the only one which
re', ly can be measured.

Senator STEVENSON. You are right.
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That observation is confined to the procurement code. Take all of
the codes, presumably the estimates would be even more--

Mr. SAMUEL. It's very difficult, I think, to try to estimate what
the results, for example, of the subsidies code would be because it's
impossible to predict exactly what subsidies will come under attack
and how effective we will be in overcoming them.

In the procurement code, it's perhaps a little more susceptible to
quantitative analysis. However, there are still doubts about exactly
what it will do, so there is in effect an escape clause in the
procurement code. In three years there will be a review of the code
so that we can take a look at it and make sure we are benefiting as
we believe we will.

Senator STEVENSON. Well, I *3gree with what you have said. In
this world in which price is only one factor, cartels and govern-
ments and multinationals turns the laws of supply and demand on
their head, it's difficult Io make confident predictions.

The results in the Un ted States will depend on our own efforts. I
don't think we can predict them with much confidence at the
momert.

We may have, I may have some further questions for the record,
Mr. Samuel. But unless Senator Tsongas has any more now, that's
it.

Thank you, sir.
The committee is adjourned. The committee is recessed until

10:00 tomorrow morning in the same room. The committee is re-
cessed.

[Whereupon, at 12;10 p.m., the committee was adjourned, to re-
convene at 10 a.m., Thursday, April 5, 1979.]
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THURSDAY, APRIL 5, 1979

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

SUBCOMMITTEE ON INTERNATIONAL FINANCE,
Washington, D.C.

The subcommittee met at 10 a.m., in room 5302 of the Dirksen
Senate Office Building; Senator Stevenson (chairman of the sub-
committee) presiding.

Senator STEVENSON. The subcommittee will come to order.
This morning we continue our hearings on the implications of

the trade agreement for the United States and, in particular, our
exports.

We are pleased to have as our witnesses today Dr. Robert Bald-
win, from the University of Wisconsin at Madison, and Dr. William
R. Cline, a senior fellow at the Brookings Institution. They will
compose a panel.

I will invite them both to summarize their statements, if they
would like, in which case I will place the full statements in the
record.

May we proceed with yoa, Dr. Baldwin?

STATEMENTS OF ROBERT BALDWIN, PROFESSOR OF ECONO£1 !-
ICS, UNIVERSITY OF WISCONSIN AND WILLIAM R. CLINE,
SENIOR FELLOW, THEI BROOKINGS INSTITUTION
Dr. BALDWIN. Thank y)u, Senator. I think perhas I should begin

by clarifying for the record just what my affiliation is. I see on the
list of witnesses that I ai.; listed as a consultant for the World
Bank but:, as you mentioned, and I put on my statement, I am also
at the U niversity of Wisconsin. I am a professor of economics at
the University of Wisconsin, and do this year have a research
grant frc'm the World Bank. This research grant is processed
through the university like an ordinary grant from the National
Science I'our.dation or Ford Foundation, and it is the University of
Wisconsin that pays my normal salary during this year.

Frankly, the World Bank does not consult me on anything at all.
I have no idea what their policies are on these issues. It so happens
that most of the data I want for my study is here in Washington,
and I asked if they would provide me with office space, so I could
undertake the study here. They were kind enough to do so.

The only reason I think I have a little card stating that I am a
"consultant" is so that I can get in the building and by the guards.
I speak solely as a professor of economics at Wisconsin.

Senator STEVENSON. Thank you for that clarification.
(95)
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Dr. BALDWIN. One of the points I make in my testimony relates
to a part of a study by the Congressional Budget Office that some
of my staff friends in the Congress and the executive branch tell
me has led to a negative reaction by Members of Congress toward
the multilateral trade negotiations.

That part of the CBO study happens to summarize a study that I
did for the Labor Department in 1975. Of course, it's somewhat
flattering to see such eminent people paying attention to one's
research, particularly since I couldn't get anybody's attention,
when I first started talking about it, or even when it was finally
published in 1978.

But I do think some of the press coverage missed the essential
points of the study. One main point that emerged from the study
was that the overall employment impact effects of a very signifi-
cant tariff cut-I used 50 percent-are quite small. I estimated
only a loss of 15,000 jobs from a duty cut of that magnitude.

However, I did point out that certain sectors, particularly certain
industries, could be considerably impacted by such a tariff cut.

Now much of the initial reaction I got dealt with the aggregate
results. Some people, who were very worried about imports, were
concerned about the minimal size of the employment effects that I
got. They thought that they should have been much larger.

But I think that as more and more studies tended to confirm
that these effects were going to be quite small overall, this concern
subsided and readers began to focus more on another major point
of the study; namely, that certain industries might be hurt by a
deep tariff cut.

The implication of this is that we should take some action to
prevent any serious injury.

We can either exclude some of these industries from the tariff
cuts or we could cut import duties in these sectors less than the
formula. In addition, we could spread the cuts out over a longer
period of time. Finally, of course, we could provide better adjust-
ment assistance for these industries. Well, it was too late really to
do much on the adjustment assistance side, since the act had
already been passed. What has in fact happened, is that some of
the industries that I mentioned would be hurt have been excluded
from the tariff cuts or the cuts made have been much smaller than
the formula.

Of course, it wasn't in response to anything that I said. It was in
response to political pressures from these groups. All I did was
confirm that, indeed, when these people complained, they had a
right to complain. They could be hurt.

So perhaps it gave the administration some comfort in knowing
that in fact estimates of employment effects did seem to justify
what these people were saying.

I understand that products such as footwear, television sets, and
some miscellaneous consumer goods are either excluded from duty
reductions or being cut less than the formula.

So I suspect now that if those estimates were run not for the 50-
percent reduction that i did, but on what the actual offers are,
these impacts would be very much less, particularly, the regional
impact which caused the most concern.
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I did find in my study that the relatively largest negative em-
ployment impact by region was in New England.

But the numbers were small, with only 3,000 jobs involved in the
entire region. This region is where the footwear industry is concen-
trated as well as some of the other industries excluded from duty
cuts. I suspect if we ran the estimates now, we would find a
positive impact. They could in fact be run, if somebody wanted to
do it. The fact that the cut now is not 50 percent, but more on the
order of 30 percent makes the impact effects even less significant.

So, as I conclude in my testimony, I would be relatively reas-
sured, if I were a legislator, about the impact in my area, given the
small magnitude of my numbers, coupled with the response of the
administration to various groups who feared they would be hurt.

The other point in my testimony had to do with trying to present
the case of why I think it is in the interest of the United States to
sign the nontariff barrier codes that are part of the Tokyo Round
agreements.

I will be glad to talk in more detail on the particular codes, if
you want.

The single point I would like to make is that these codes aren't
going to solve our export and import problems by any means. If
you read them, you find that their provisions are very vague, and
some of them seem contradictory. This is the almost inevitable
result of any negotiations. There is vagueness and fuzziness.
Whether these things work depends upon not whether we sign the
codes, but upon how well they are implemented and entorced in
the future.

It is very important that the United States maintain a first-rate
team in this whole trade area. We have a first-rate team now.
Many of them are planning to leave; however, we must make sure
we get the best people dealing with trade matters in the U. S.
Government both here and over in Geneva.

It is absolutely essential that we be well prepared when we go
over there and begin these panel deliberations.

The work that the Ways and Means Committee study reports
that the Commerce Department is doing with the United States-
Japanese trade typifies what I mean by good preparation.

I was in the Office of Special Trade Represenative during Presi-
dent Kenxiedy's period as the first Chief Economist, and I found
that if you are well prepared then you have the tools to get things
done at the bargaining table.

It's very important in ti.e future implementation of these agree-
ments that we are well prepared.

Thank you.
[Complete statement follows:]

PREPARED STATEMENT OF ROBERT E. BALDWIN, UNIVERSITY OF WISCONSIN-MADISON

U.S. TRADE POLICY AND THE TOKYO ROUND AGREEMENTS

I should like to focus on two issues. The first is a somewhat technical point
concerning the interpretation of certain parts of a study of mine that were reported
in a recent paper published by the Congressional rJudget Office. The other is much
more general and relates to the proper strategy for the United States to follow in
trying to reduce the nontariff measures of other countries that either impede our
exports or increase our imports.
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The portion of the CBO paper that seems to have received the most attention
deals with the implications of the Tokyo Round tariff reductions on employment in
various industries, in different states, and ir major labor-skill groups. The figures
cn these effects that the CBO survey cites are ones that I calculated in 1975 for a
study where I tried to estimate the initial impact-effects on employment of a
multilateral tariff reduction of 50 percent. The main conclusion I would draw from
my results is the surprisingly small total and distributional effects of a duty cut of
this magnitude. For example, my calculations indicated a net impact-effect on total
employment of only 15,000 jobs or about two one-hundredths of 1 percent of the
labor force. The distribution of the -15,000 jobs across states is such that no state
loses more than 2,500 jobs and none gains more than 870 jobs. In view of the facts
(1) that my estimates are based upon a 50 percent general duty reduction rather
than the reduction of about 35 percent which the tariff-cutting formula finally
agreed upon yields; (2) that some items included in my calculations have been
excepted from duty cuts or are now subject to quantitative import restrictions; and
(3) that the cuts will be phased over an 8-10 year period, it seems to me that the
estimates should be very reassuring for any legislator concerned about the employ-
ment impact in his area. Unfortunately, the CBO survey did not report the trivial
magnitudes of the figures.

The same conclusion holds with respect to the impact of the duty cuts on various
skill groups in the labor force. Obviously, employment will tend to rise in industries
where we have an export surplus and fall in the ones where we have an import
surplus. Since the basis of the comparative advantage of the United States in
manufacturing is our highly skilled labor force coupled with our ability to create
new technology, those industries utilizing relatively large amounts of highly skilled
and research-oriented labor are the ones that benefit the most. Industries that tend
to face some adjustment pressures are those that rely heavily on semi-skilled and
unskilled labor. But again, we are in most cases talking about very small numbers.

Since completing the employment-impact study, I have carried the analysis a step
further by calculating the effects of the cuts on U.S. living standards. In these
estimates I take account both of the income benefits from lower import prices and
the income losses due to the temporary unemployment caused in some industries.
Again the total effects are fairly small, but the income benefits were 28 times as
large as the labor adjustment costs.

The proper interpretation in my view of the economic effects of the upcoming
tariff reductions is that they provide an almost ideal way of enabincg the labor force
to move into higher paying jobs. Continuing to keep part of the labor force in
industries that cannot compete effectively either with similar foreign industries or
our own export industries simply condemns future generations to low paying jobs.
However, we must also be highly sensitive to the severe adjustment costs that can
be imposed on particular groups of workers and on particular industries as an
economy tries to take advantage of its higher income-earning opportunities. With
tariff reductions, in contrast to most technological changes, one is able to predict
fairly well just where the adjustment pressures will occur and therefore take
measures that minimize the costs of raising the country's standard of living.

The second subject 'hat I would like to comment upon is the proper approach
towards trade policy for the United States to follow. Presently there seems to be a
considerable divergence in views on this matter among trade experts in such parts
of our economy as Congress, the Executive Branch, and the academic community.
Members of Congress generally believe that trade economists with an academic
background base their advise on assumptions which are quite irrelevant for the real
world today and that government bureaucrats are much too soft and inefficient in
dealing with other countries on trade matters. Academic economists, on the other
hand, tend to regard Congressional views on trade issues as dominated by parochial
pressure-group interests and think that administrators in the Executive Branch too
often sacrifice sound economic principles for vague and unsubstantiated foreign
policy considerations. The government bureaucrats, of course, believe that they are
the ones who see the true picture; academics and members of Congress simply do
not have to deal with all sides of an issue as they do. While we probably can never
get a consensus among these three groups, to say nothing of the several other
groups purportedly wishing to further the national interest in this area, we should
at least try to understand why and wh. re we disagree.

First, there is not, I think, a great deal of difference in views among American
trade experts as to the actual institutional nature of the world trading conditions.
All recognize that we live in a world of big governments, big businesses, and large
labor organizations where complex collusive as .vell as competitive relationships
exist among these three groups. Moreover, actual economic conditions are pervaded
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with all sorts of imperfections, rigidities, and uncertainties. Furthermore, U.S. trade
experts generally believe that most foreign governments intel Gene in their priva;e
export and import sectors in both L r. Jre supportive and more regulatory manrer
than the U.S. government does. Moreover, when our government does intervetei, it
is in a more open and less discriminatory way than other governments. It should be
pointed out, however, that representatives from these other countries usually view
the same world in quite a different manner. Whereas an American's picture of
international competition may be that of the small U.S. textile or shoe firm having
to cope with foreign firms that are supported by special government tax breaks,
borrowing privileges, market aids, etc., a foreigner's view of international economic
competition is likely to be that of large U.S. corporations who dump their second-
rate technology in his country, use heavy-handed tactics to obtain special privileges
from his government, exploit his natural resources, upset his cultural traditions,
and rely on the military and economic power of the U.S. government to gain
domination of his markets.

Another area where the differences in views among U.S. trade specialists within
Congress, the Executive Branch, and academia are ones of emphasis rather than
substance is what the objective of U.S. trade policy should be. All are interested in
promoting the collective welfare of U.S. citizens. However, some differences in
policy recommendations arise among trade experts in these groups because of
differences in their time horizons and policy frameworks. For example, trade ex-
perts outside of government tend to place more emphasis on what economic conuc.
tions will be, or should be, 10 or 20 years down the road. Moreover, they tend to
confine their perspective to economic considerations. Trade experts in Congress and
the Executive Branch, on the other hand, tend to adopt a shorter-run viewpoint,
with those in Congress perhaps putting the greatest emphasis on the next year or
two. Furthermore, experts from these latter groups often regard trade policy as
simply one of several means of affecting U.S. foreign policy. They are less hesitant,
for example, to use trade policy to affect another country's human rights policy or
its political policies towards a third country than are most academic trade
economists.

While there are some differences in emphasis among U.S. trade experts as to the
nature of the economic world in which we are operating and what our objective
should be, they are not enough to account for their differences in recommendations
on trade policy. More must be involved. To get at some of these additional differ-
ences, consider how one might respond to a situation where a foreign government
simultaneously undertakes certain nontariff measures that uniformly impede all
imports into the country and subsidizes all exports from the country. Obviously,
these actions tend to increase the country's exports and decrease its imports. If,
however, a system of flexible exchange rates exits as these restrictive and subsidiz-
ing measures are being introduced, the country's currency will appreciate so that
both the impeding effect of the import restrictions and the promoting impact of the
export subsiidies are entirely offset. In other words, though the country has adopted
policies that are inconsistent with usual standards of "good" international behavior,
they have been entirely offset by exchange-rate changes. When some economists say
that one need not be concerned about what other governments do in the trade area
and that we should not retaliate in kind, this must be the type of situation they
have in mind.

But suppose we complicate the picture by first imagining that the subsidizing
country intervenes in the exchange market to prevent its currency from appreciat-
ing. The reason they mignt do this is because of the existence of domestic unemploy-
ment and idle plant capacity, and the wish to use tiade and exchange-rate policies
to restore a greater degree of full employment and capacity utilization. This could
well be preferable to domestic fiscal measures, since grea'er domestic spending by
the country's own citizens may not be directed at the industries most in need. If the
countries trading with the subsidizing nation are also faced with employment and
capacity-utilization problems, the actions of this subsidizing nation can further
reduce employment and income in these other countries. So this is a case where a
passive, hands-off policy in response to foreign trade distorting measures does in-
volve a significant cost.

Consider another possible scenario. Suppose the trade-distorting country does not
restrict all imports and subsidize all exports but concentrates on a small number of
import-competing and export industries. Also suppose that the country does not
interfere with the exchange-rate mechanism and that this mechanism works well to
restore balance-of-payments equilibrium. The outcome of these policies is likely to
be that unemployment is reduced in the country's protected and subsidized indus-
tries but slightly increased in all other industries. Similarly in countries trading
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with this' nation, unemployment will increase in the industries producing goods
subject to higher foreign tariffs and greater subsidized impljrts and increase in most
other sectors. In other words, there is likely to be a redistribution rather than an
overall change in employment in the various countries. However, this redistribution
is likely to be bitterly resented in the countries having to accept an increase in
subsidized imports and reduction of exports in the product lines protected abroad.

It seems to me that these last two cases illustrate the type of actions abroad that
cause members of Congress to become very concerned about our trade policy. The
first tends to decrease total employment in all sectors in this country whereas the
second imposes a heavy burden on particular industries. To be told that neither
should occur since the first action is inconsistent with general IMF principles and
the second with GATT rules merely causes more concern, since we all know that in
fact such actions do take place in spite of the existence of these organizations. Nor
can a legislator be expected to be content with the explanation that these actions
are likely to have only temporary adverse effects, since the system eventually
adjusts. Thus, again and again we hear members of Congress calling for such "get
tough" policies as a general import surcharge and the widespread use of counter-
vailing duties. They find it difficult to understand why trade expe.ts in the Execu-
tive Branch as well as in the academic commiunity fail to join therr. in recommend-
ing this policy ap:lroach.

Why is it that Administration cmficials over the years have been reluctant to
follow this course, even though they have the domestic authority to do so? The main
reason seems to be the absence of any clear-cut international authority for doing so
and thus a concern for the consequences of taking such action unilaterally. For
example, while domestic subsidies can have effects that are very similar to open
export subsidies, the GATT rules on this subject are vague and the enforcement
mechanism is weak. If we begin to follow a standard of countervailing that is not
accepted by most other countries, we risk retaliatory measures from the European
Community, Canada, Japan, and some of the developing nations. Many officials in
these countries truly believe that we are among the worst offenders in the NTB
field and are only too anxious to initiate countervailing actions of their own. For
example, they tend to believe our entire technological superiority id due to various
past and present government subsidies and might welcome the opportunity to keep
out our high technology goods in order to develop these industries themselves.

The possible consequences of a situation where all the major countries follow a
"get tough" retaliatory policy are thus such as to make officials in the Executive
Branch reluctant to pursue such a course. They fear that the United States might
lose its leadership role in international economic affairs and force the non-Commu-
nist world into an even greater number of inward-looking blocs than now exist.
Furthermore, since international trade is absolutely vital to some of these countries,
they argue that one risks political adventures of a kind that may greatly increase
world,political instability. Thus, most Presidents have been hesitant to follow a "get
tough policy not because they are somehow misguided or indecisive but because
they firmly believe the risks to the welfare of U.S. citizens is not worth the possible
benefits. Academic trade specialists focus less on the possible unfavorable political
outcome and more on the adverse economic effects this strategy can have on the
country.

Of course, legislators are also aware of all of these arguments. Many would
maintain that the risks are vastly exaggerated and the benefits very considerable.
Letting other countries know in a decisive yet fair manner that the United States
no longer can serve as the world's dumping ground will, in their view, not lead to
massive retaliation but to greater willingness by others to enter into detailed,
enforcible international rules of "good" behavior.

While considerable disagreement exists on the merits of a "get tough" approach,
most trade experts now seem to agree that a policy of passively accepting most of
consequences of trade-distorting actions is no longer appropriate for this country.
Duri'lg the 1950's and early 1960's the United States did in fact tend to foilow this
policy as a form of economic aid that strengthened our political alliances. However,
fcor the United States, these decades were ones of high economic growth coupled
with near full employment and only moderate inflationary pressures so that the
economic costs were modest. However, more and more countries have learned how
to initiate with various government aids successful export-oriented industrialization
efforts based on their low-wage, efficient labor force. At the same time the U.S.
economy has become less dynamic and more inflexible. Thus, following a course of
beneign neglect toward the nontariff measures of other countries now risks sudden
surges of imports in selected product lines that can cause considerable unemploy-
ment and earnings losses in domestic industries producing the same products. The
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resulting hardships are very properly regarded as politically intolerable by the
Congress and the President.

The alternative to these two extreme policy positions is the one we have been
pursuing in the Multilateral Trade Negotiations. This is to seek international agree-
ments on a stricter interpretation and enforcement of existing GAIT rules on
nontariff trade barriers as well as on extensions of these rules to new areas of
concern. Of course h.is approach involves risks too. As in most negotiations, others
may have very .. terent views on what should or should not be permitted as "good"
internation. oehavior and how any new rules should be enforced. We may find that
after a long period of difficult negotiations very little is actually changed and we
still feel we are being treated unfairly. But in view of what can only be regarded as
a series of remarkable accomplishments in the nontariff field by our negotiators, it
seems to me that pursuing the international route to reducing the nontariff trade
distortions that arc especially harmful to the United States is very much worth
these risks. The routes of taking unilateral action or of ignoring these distortions
are in my view not appropriate ones for a major democratic international power
operating in an increasingly interdependent world.

Whether the new GATT rules and procedures in fact satisfy our objectives is a
matter that will be determined not so much by whether the new codes are accepted
but by how vigorously their implementation is pursued. In this regard, one cannot
help but be somewhat concerned about some of the recent efforts to minimize any
economic adjustment pressures in this country. To other countries, it sometimes
appears that all the United States is trying to do is to increase its exports to others
without accepting more exports itself. But trade is a two-wa street; one cannot
expect others to accept more of our goods unless we buy more )f theirs. Thus, the
developing countries wonder why they should open up their ma. kets to more of our
capital goods and agree not to limit their exports of essential raw materials when
they see us introducing more restrictions on imports of products whe: e they have a
strong export capability. In other words, we cannot expect others to take the new
codes seriously unless they believe we are willing to adapt to the new realities of
world resource allocation.

At the same time we too have abundant e'idence that many other countries are
reluctant to open many of their markets to the goods we can produce best. Thus, the
challenge that lies ahead for all nations in implementing the new agreements is to
devise means of adjusting to the pressures for economic charge in a manner that
achieves the higher living-standard potential for all without, however, imposing
undue hardships on particular economic groups within both developed and develop-
ing nations.

Senator STEVENSON. Thank you, sir.
We will continue with the testimony. Then I would like to come

back to ask both of you some questions.
Dr. Cline.
Dr. CLINE. Thank you very much, Mr. Chairman, for the opportu-

nity to aprear again before this committee. The central point of my
statemen ' is that there are substantial economic benefits for the
Americal consumer and for the U.S. economy as a whole from the
Tokyo Round of trade negotiations and that these benefits can be
achieved at very small costs in terms of economic adjustment.

I might point out that the benefits are going to be smaller than
they might have been because we have already paid the political
price for the passage of this legislation, in particular, in the textile
sector. It is my understanding that, in order to disarm the oppoAi-
tion, there have already been struck agreements that would signifi-
cantly reduce the growth of textile quotas in the future. I might
add that this particular measure represents discrimination against
the developing countries, which are the ones that supply these
articles under quotas, in favor of the European countries that
would benefit from reduced tariffs-in those areas where tariff
would be reduced.

That being said, despite these limitations, I think that the liber-
alization achieved in the Tokyo Round is an important accomplish-
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ment. Tariffs will be cut by about 30 to 35 percent. There will be
new nontariff barrier codes that will liberalize trade in an area
that is increasingly one of severe protection.

The first main subject of my testimony is the impact of the
negotiations on ITS. exports. In my statement before this commit-
tee last year, I presented estimates, based on the Brookings Institu-
tion study, of the impact of negotiations on U.S. exports. These
estimates were based on a computer model that incorporates de-
tailed information on tariffs and trade for the United States and
for 10 other major negotiating parties. If one updates those esti-
mates to 1978 trade value levels, the increase in U.S. exports that
one could now expect from the so-called Swiss formula, which is
the central negotiating formula, will be about $4.6 billion annually.
These exports would be primarily to markets in the European
community, Canada, and Japan, but we would also be increasing
our exports to the developing countries as they earn more foreign
exchange from their new export opportunities and in turn, buy
more from us.

The productive sectors that would have the largest export in-
creases would be grains, chemicals, paper products, machinery and
electrical equipment, transportation equipment, and precision in-
struments. My written testimony gives more illustrations of prod-
ucts and markets that would be affected. Among them, we would
be exporting more aircraft to Japan and the Common Market,
computers and earth-moving machinery to EEC and Canada, and
photographic film to all three markets.

My written testimony also mentions areas of exceptions both for
the United States and abroad. The United States will be excepting
from tariff cuts sensitive sectors such as textiles, apparel, leather
goods, footwear, television sets, and specialty steel. The exceptions
to the tariff cuts being taken by our trading partners do not show
any overwhelming pattern of concentration by sector except for the
fact that they, like we, are taking exceptions in textiles. Despite
the exceptions both sides have taken, the tariff cuts in the Tokyo
Round will be large. They will be comparable te the depth of the
tariff cut accomplished in the Kennedy Round of negotiations
which was the most important round of negotiations in the post-
war period until now.

As for the nontariff barrier codes, it seems to me that these, too,
will open up export markets for the United States. The Govern-
ment procurement code could open up foreign markets on the
order of $25 billion. The code on standards should help American
products because standards have increasingly been used to screen
out technologically sophisticated products from the United States,
and the United States has a comparative advantage in this area.

The code on subsidies and countervailing duties should provide
some additional assurance to agricultural exporters that they will
not lose their traditional markets to subsidized exports from the
Common Market. I think in this case, as in all of the nontariff
barrier codes, the new provisions of the codes for multilateral
panels, and sanctions, put more teeth in these nontariff barrier
codes than has existed in the past. In other words, in the past, the
GATT law as such had many of these same provisions, but it did
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not have the apparatus for enforcing them that the new codes will
provide.

Let me now turn to the Congressional Budget Office report. In
my view, this report in many ways is technically sound. I do
believe that the report has been widely misinterpreted, however,
especially in its assessment of the employment impact of trade
liberalization. The report has been construed as saying that trade
liberalization will cause significant employment problems in the
Northeast. In fact, the CBO report itself states that any job losses
from liberalization will be small.

In the particular section of the report that talks about the State
impacts, the report gives a listing of several States where job losses
through increased imports would exceed job gains from increased
exports. Unfortunately, at that particular point, the report does
not state immediately that these net job effects will be extremely
small. By failing to make that statement at that particular point in
the report, the study leaves itself open to misinterpretation that
there could be significant employment problems in these States.

In short, the problem is one of misleading packaging, not one of
inaccurate content. I think the report should have been more em-
phatic, additionally, in its description of the sensitive sectors and
its treatment of the fact that these sectors are being essentially
kept out of the liberalization. As Professor Baldwin said, the sensi-
tive sectors such as textiles, footwear, leather products, and uten-
sils, have largely had exceptions from the tariff cuts, or else, as in
the case of textiles, they are controlled by quota regimes that, for
most of the suppliers, make the tariff cut meaningless.

Another point that I would make on the CBO study is that it
tends to understate the economic benefits from trade liberalization.

I would emphasize the fact that liberalization is an important
source of reducing inflationary pressure in our economy, and there-
by making it possible to pursue more expansionary policies than
we otherwise would and achieve macroeconomic gains.

I have more specific comments in my written testimony. One of
these comments that I would emphasize is that the particular
figure for economic benefits from the negotiations that the CBO
report cites from the Brookings study, $1 billion a year, refers to a
concept which considerably understates the total economic benefits.
It's a concept of static economic welfare. It excludes the important
dynamic effects of increasing investment, technical change, econo-
mies of scale, and it excludes the macroeconomic benefits from
more expansionary policies made possible by anti-inflationary ef-
fects.

When these effects are included and when one uses a 1978 trade
base to obtain current figures, my estimates would be that the
economic benefits to the country now just from tariff cuts alone
would be about $4.5 billion annually.

Most exerts agree that the nontariff barrier agreements could be
even more important. So if one considers nontariff barriers as well,
one would have to say that the economic benefits should be some-
where on the order of $10 billion annually or, in other words, 10
times the figure that the CBO cites.

In summary then, in my view, the CBO report tends to under-
state the economic benefits from the Tokyo Round, and its presen-
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tation leaves the erroneous impression that many States and indus-
tries would suffer severe job losses.The other report which we are looking at today, the Jonesreport, from a task force for the Ways and Means Committee, inmy view does have a number of very useful discussions of theJapanese-United States trade problem. I think the report is excel-lent in recognizing that the United States-Japan trade problemsshould not be dealt with by imposing special trade bairiers againstJapan. The report also directly recognizes that the problem iscaused in large part by the fact that exchange rates take a long
time to have their effect on trade.The report does have some weak points. Its suggestion thatJapan is frustrating the exchange rate changes, is not well support-
ed. Neither is its suggestion that the exchange rate effects andtheir benefits are not being passed through to the Japanese con-sumer. Nor is the tone of the entire report that Japan is steeped innontariff barriers very well substantiated. The report itself men-
tions that Japan has taken many liberalizing measures in the last
few years.

The report also has a tendency to focus just on the bilateral U.S.-Japan trade balance when it is generally accepted that one has tolook at Japan's worldwide balance, not just the U.S. balance. This
flaw is especially misleading in the treatment of the Korean trade
situation. I think the report also could have placed more emphasis
on the fact that Japan's recent surpluses have been primarily dueto slower growth in Japan and, by the same token, faster growth in
the United States.

Nevertheless, I think that the report does contain a number of
very useful insights into the relationship of the United States and
Japan in the world economy.

I would say that, if properly read, both the CBO report and the
Jones report represent cases in favor of passage of the Tokyo
Round package, quite the contrary to the apparent interpretation
that at least some people are putting on these two studies.

[The full statement follows:]
STATEMENT BY WILLIAM R. CLINE, SENIOR FELLOW, THE BROOKINGS INSTITUTION

THE TOKYO ROUND
It is a pleasure for me to appear once again before this Committee. Over the lastyear the final results likely to emerge from the Tokyo Round of trade negotiations

have become much more clear. In general, I remain convinced that liberalization
achieved in these negotiations will represent substantial economic benefits for the
American consumer and the U.S. economy at only limited costs of economic adjust-
ment. The benefits will be smaller than they could have been, because of the
political price paid for disarming opposition to the trade pact. In particular, the
administration appears to have a major restrictive action in textiles trade, slowing
down the growth of quotas (from their 6 percent normal rate under the multifibers
agreement to as low as the rate of domestic market expansion, or about 2 percent
annually) and providing for the reduction of unused quotas (setting the stage for a
successive tightening of quotas whenever import demand falls in recession years).
This protection appears to have been unnecessary in economic terms, because
textiles already enjoy a regime of quotas that would make tariff cuts inoperative forthe bulk of textile imports, and many of the U.S. exceptions or, tariff cuts wereconcentrated in textiles as well. However, it is conceivable that the political risk of
failure of the entire Toyko Round package would have been high in the absence of
these concessions to the textile industry.

Despite the limitations imposed on liberalization, the Tokyo Round represents animportant accomplishment. Tariffs wi!l be cut by an estimated 30 to 35 percent, and
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new non-tariff barrier codes will provide the basis for an attack on the increasingly
important protective devices.

The negotiations are coming to a close at an awkward time, when the U.S. trade
deficit is large, and when some advocate special restrictions against Japan because
of its large trade surplus. In point of fact, exchange rate changes in the last year,
and the relative slowing down expected for the U.S. ecomony, should bring consider-
able progress in reducing the U.S. trade deficit (partly offset by higher oil prices).
The most recent trade balance figures (for February) show a sharp improvement in
the U.S. trade balance. As for Japan in particular, there have already been some
meaningful special liberalization agreements, including a doubling of the Japanese
beef imort quota; a threefold rise in its quota for imports of oranges; agreements to
simplify inspection procedures (for example, for automobiles), and special efforts in
a U.S.-Japan Trade Facilitation Committee. Moreover, the Japanese trade surplus
appears to be declining.

My central comments today, however, will focus on the broader implications of
the tariff and non-tariff agreements for U.S. exports. In addition, in response to the
Committee's request, I will comment on two recent studies on the trade negotiations
by the Congressional Budget Office and by a task force of the House Ways and
Means Committee.

TRADE LIBERALIZATION

In my testimony before this Committee last May, I presented estimates (based on
the Brookings study on the Tokyo Round) of the impact of tariff cuts on U.S. exports
by 21 major product categories, in values calculated from a 1974 trade base. The
estimate was that the expected "Swiss Formula" tariff cut would raise U.S. exports
by about $3 billion using 1974 values. If these estimates are updated to 1978 values
by considering the growth of exports and imports in each broad product group, an
updated figure would be that exports should rise by approximately $4.6 billion from
the "Swiss Formula" tariff cut. After allowing for product exception (which are
expected to cut the average tariff cut from a depth of 40 percent to a depth of 30-35
percent), the approximate estimate would be export gains of slightly under $4
billion (in 1978 values). The principal markets for these export gains would be the
EC (41 percent), Canada (26 percent), Japan (14 percent), the developing countries
(10 percent), and other industrial countries (9 percent).

The largest net export increases from tariff cuts abroad will be in grains, chemi-
cals, paper products, machinery and electrical equipment, transportation equip-
ment, and precision instruments. Of these, the largest would be machinery and
equipment (with an increased trade balance of over $1 billion) and chemicals (with
an increased trade balance of about $500 million).

More specifically, foreign tariff cuts would cause significant increases of U.S.
exports of aircraft to Japan and the EC; electronic measuring instruments and
automible parts to the EC; computers, earth moving machinery, general chemicals,
and internal combustion engines to the EEC and Canada; and photographic film,
radio and television transmission equipment, tubes and transistor, soaps, and var-
nishes to all three markets.

Exceptions from tariff cuts will be taken by the United States as well as our
trading partners in sensitive sectors such as textiles, apparel, leather goods, and
footwear. The United States is also likely to take exceptions in other sensitive
products such as television sets and specialty steel. Principal exceptions taken by
our trading partners are likely to include lumber (EC, Japan); paper (EC, Japan);
chemicals (EC, Canada); drugs (Canada); non-ferrous metals (EC, Japan, Canada);
electronics and telecommunications (EC); and construction, mining, and agricultural
equipment (Canada).

Despite the exceptions on all sides, tariff cuts in the Tokyo Round will be signifi-
cant, comparable in their depth to the average cuts of the Kennedy Round (al-
though starting from a lower tariff level).

CODES ON NON-TARIFF BARRIERS

The major innovation of the Tokyo Round, however, is the development of a series
of codes limiting non-tariff barriers. These codes will open up existing trade prac-
tices and, perhaps more important, establish ground rules that will minimize the
chance of trade wars in coming decades. Policing international trade is becoming
increasingly important, given the recent drift toward protectionism (following a
surge of trade liberalization for anti-inflationary purposes in 1973-74).

The NTB codes should boost U.S. exports in a number of areas. The government
procurement code should open up to competitive bidding foreign government mar-
kets of over $25 billion, although the final negotiations on the inclusion of key
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entities (like Japan's Nippon Telephone and Telegraph) are not yet complete. Be-
cause the United States has a comparative advantage in technol cgically sophistcat-
ed products often needed by governments, U.S. export potential in this area should
be strong.

Similarly, the new code on standards should help American exports, because
product standards have often been used to screen out imports of technologically
sophisticated products. In the past, U.S. exports have been hindered by the system
of certification for electronic equipment in the EC, inspection and safety require-
ments for automobile and consumer appliance imports into Japan, inspection proce-
dures for pharmaceuticals in France, the permissible size of beverage containers in
the EC, and other technical standards for citrus fruit in Japan and wood products in
Japan and Canada. The new code should reduce or eliminate barriers such as these,
and prevent the proliferation of similar barriers in the future.

The code on subsidies and countervailing duties will help the United States
primarily on the import side, by bringing discipline into international trade increas-
ingly affected by direct and indirect government subsidies. On the export side, the
new code should provide some assurance to U.S. agricultural exporters that their
traditional markets in third countries will not be taken over by subsidized exports
of surplus agricultural commodities from Europe. In addition, if the subsidies code is
taken at its face value, it contains a radical concept favorable to U.S. exports: action
could be taken to remedy "serious prejudice" to U.S. exports caused by subsidies
given to industries abroad for import substitution on their home market. Still
another aspect of the code is that it will limit export subsidies by newly industrial-
ized countries. Although I have doubts about the economic wisdom of this provision
(because these countries often need subsidies to offset disincentives to exports), it
may act to make U.S. exports of manufactures more competitive with those from
newly industrialized countries in third country markets.

The safeguards code probably will affect U.S. imports more than U.S. exports. The
code would increase the discipline on safeguard protection, which has sometimes
been applied in Eurpoe in ways that tend to divert a surge of imports into the U.S.
market. The safeguards code stands in doubt, however, because the developing
countries have rightly refused to go along with the European insistence on the right
of unilateral imposition of safeguards on individual suppliers without multilateral
approval. (The likely result of this approach-"selectivity"-would be to screen out
imports from developing countries.)

In summary, the non-tariff barrier codes represent a major step forward in
opening foreign markets for U.S. exports, and perhaps more important, they will
represent a bulwark against the future closing of these markets through increasing
protectionism that might otherwise occur in the absence of these codes.

THE CONGRESSIONAL BUDGET OFFICE REPORT

The paper recently prepared by the Congressional Budget Office ' is in many ways
a technically sound assessment. Unfortunately, it has been interpreted as saying
that trade liberalization will cause significant employment problems in the North-
east, and that overall the benefits from liberalization are minor.' The CBO report
actually states that any job losses from liberalization will be small (p. 30, p. 47). In
the section dealing with geographical impact, however, the report gives a listing of
several Northeastern states where jobs losses would exceed job gains (p. 24), andby
failing to state immediately that the net changes are inconsequential, the report
leaves itself c en to the interpretation that significant employment problems could
affect these states. In point of fact, using Professor Robert Baldwin's estimates (the
same ones used by the CBO), even for the 10 states cited by the CBO as losing the
most jobs in relative terms, the estimated gross loss of jobs to increased imports
would be less than one-fifth of one percent of employment, and if export gains are
counted in, the estimated net job loss is a negligible three one-hundredths of one
percent. Indeed, the Brookings study frequently cited by the CBO concludes that the
economic benefits of tariff liberalization would be eighty times as large as the labor
adjustment costs.3 The Northeast would participate in these benefits, and therefore
even the Northeast will be far better off with trade liberalization than without it.

ICongressional Budget Office, "U.S. Trade Policy and the Tokyo Round of Multilateral Trade
Negotiations" (Washington, D.C.: March, 1979).

'See for example the article headline "Study Says Trade Pact Could Hurt Northeast," New
York Times, March 11, 1979, p. 1. The Times has compounded its misinterpretation by building
upon it as the basis for a call for special treatment for the Northeast. (See the editorial "Free
Trade's Winners and Losers," New York Times, March 22, 1979, p. A22.)

' W. Cline, N. Kawanabe, T. Kronsjo, and T. Williams, Trade Negotiations in the Tokyo Round
(Washington, D.C.: Brookings Institttions, 1978), p. 130.
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The CBO report also lists industries that would be most seriously affected by
liberalization, citing textiles, footwear, leather products, utensils, steel products, and
radio and television sets. Yet the report fails to state with sufficient clarity that
these sensitive sectors have been largely exe:npted from the liberalization by special
exceptions and by quota systems that make tariff cuts meaningless. Thus, the report
is misleading when it says "to estimate how large an increase in U.S. textile
imports might result from textile tariff reductions . . . is beyond the scope of this
paper" (p. 23). The fact is that (a) the existing regime of quotas on textile imports,
(b) the new tightening of those quotas, and (c) the high frequency of U.S. "excep-
tions" to textile tariff cuts, means that the net effect on textile imports is likely to
be minimal (or conceivably even a reduction of imports from levels to which they
would have grown under previous quota growth provisions).

Finally, the CBO is too cavalier in treating the economic benefits from trade
liberalization as small (p. 32, p. 47), although the report does acknowledge that the
benefits would far outweigh the labor adjuitment costs (p. 21). The report states that
"domestic fiscal and monetary policies will swamp macroeconomic effects of the
negotiations * * *". To be sure, any major error in domestic macroeconomic policy
could cause damage far in excess of the benefits from trade liberalization. But the
whole point is that trade liberalization can provide the country with a "windfall
gain," raising its income above the level that can be achieved even after the very
best possible domestic macro policies are identified and followed. Despite the best
efforts of U.S. economic policy-makers at resolving the problem of "stagflation," we
continue to face high and accelerating inflation domestically. Freer trade is one of
the few ways left (if not the only way) to moderate inflation without risking
significantly increased unemployment. The CBO report points out that trade liberal-
ization would cut half a percentage point off the consumer price index, and consid-
ers this impact small, in part because it is spread over several years. However, this
estimate excludes the impact of non-tariff barrier liberalization. Moreover, half of
one percentage point is not small. In order to reduce inflation by half a percentage
point it is generally necessary to raise unemployment by 1.5 percentage points,
sacrificing 1.4 million jobs.' To the extent that spreading liberalization over several
years delays the antiinflationary impact, the United States could accelerate the
phase-in period of liberalization in order to obtain earlier results.

On the specific estimates of liberalization's economic benefits the CBO report also
tends toward understatement. It cities a figure of $1 billion in U.S. benefits (p. 20)
from the Brookings study. However, that figure was the estimate of static welfare
estimates only. It is well known that the dynamic effects of increased investment,
technical change, and economies of scale far exceed the "static" benefits of lower
prices to consumers. Moreover, there are macroeconomic benefits achieved when the
country can follow more expansionary policy in view of the relief to inflation
provided by import liberalization. The Brookings study also reports estimates for
total benefits, with these various dynamics effects included. In view of 1978 trade
values, and using the "Swiss Formula" for tariff cuts, total economic benefits to the
United States should be about $4.5 billion annually from tariff cuts alone.' If one
accepts the almost universal view that the non-tariff barriers codes are more impor-
tant than the tariff cuts, then there should be an additional economic benefit of at
least comparable size, raising total economic benefits to at least $10 billion annually
(or ten times the specific figure for 1974 static welfare gains from tariff cuts alone,
the figure cited by the CBO).

In summary, the CBO report tends to understate the economic benefits from the
Tokyo Round. Moreover, the format of its exposition has led to widespread interpre-
tation of the report as saying that many states and industries would suffer several
job losses, even though if one looks carefully the report does qualify that any such
losses would be very small.

'See for example George L. Perry, "Slowing the Wage-Price Spiral: The Macroeconomic
View," Brookings Papers on Economic Activity 2 (1978), pp. 259-91.

'Based on the ratios of trade creation and static welfare gains under the Swimss Formula to
their magnitudes under the full U.S. authority cut, the U.S. Welfare gains foi static and
dynamic benefits would 'be $1.95 billion annually in 1974 values. Allowing for the macroecono-
mic benefit of reduced unemployment achievable because of the anti-inflationary impact, the
total benefit would be one-third higher, or about $3 billion. Calculated from Cline et. al., pp. 78,
82. Updating to 1978 values (by expanding for the 50% increase in export values) the 1978-buaed
estimate would be approximately $4.5 billion in annual economic benefits.
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WAYS AND MEANS TASK F'ORCE REPORT

The recent report' of the task force Aed by Representative James R. Jones is
another study that contains many thoughtful analyses but seems to go astray in
some of its policy conclusions. To begin with, on the basis of your letter inviting me
to testify,' Mr. Chairman, I understand that the Jones report is being interpreted as
raising questions about the effectiveness of the MTN agreements in raising U.S.
exports. Yet it is precisely the type of barriers enumerated in the report that the
new codes on non-tariff barriers will help dismantle. The report mentions problems
with Japanese application of technical standards; the new standards code should
help. The report mentions exclusion of U.S exports from Japanese government
purchases; the new government procurement code should help. The report mentions
Japanese subsidies to offset the appreciating yen; the new subsidies code should
help.

The report itself is highly commendable in its recognition that special trade
barriers against Japan would be the wrong way to deal with Japan's trade surplus
(p. 3). It recognizes that exchange rate changes take many months to have their
desired trade-correcting effect, and that premature action from impatience would be
a mistake. The report presents several statistical indicators showing that the Japa-
nese surplus is declining.

There are some questionable elements of emphasis in the report, however. J'
suggests that Japan is frustrating the intended effects of yen appreciation by
offering offsetting loans and subsidies to affected businesses. Yet the amount cited
($1 billion) is minimal relative to Japan's overall export of more than $80 billion.
Again, the report suggests that the consumer is not receiving the benefit of a
stronger yen because businesses do not pass through lower import prices. As evi-
dence, the report cites the divergence between a rising consumer price index and a
wholesale price index that is actually falling in absolute terms. This evidence proves
very little. The CPI traditionally rises faster than the WPI in Japan because the
CPI includes services, where productivity growth is low. Indeed, the ueclining WPI
may be construed as evidence that lower import prices are actually reaching Japa-
nese businessmen who import raw materials and machinery. As the report itself
states, consumer goods represent a small share of Japan's imports in any event.

The tone of the report is that Japan is replete with non-tariff barriers. Yet the
report itself enumerates the many special liberalizing measures taken by Japan in
recent years (which demonstrate that the rise in Japan's trade surplus is not due to
a rise in protection). Moreover, the 5 (out of 16) cases forwarded to the Japanese by
the Trade Facilitation Committee and not favorably resolved (pp. 22-25) hardly read
as compelling evidence of trade barriers.

At a broader level of economic analysis, the report can be faulted for its focus on
bilateral trade balances (U.S.,Japan, U.S.-Korea). Most economists agree that a
country's external position must be assessed by examining overall trade and current
account, not bilateral balance with individual nations. Similarly, the report places
insufficien. emphasis on the fact that Japan's recent surpluses have been attribu-
tale to slow domestic growth (and fast growth in the United States) rather than to a
discriminatory trading regime. Another macroeconomic point is that Japan may be
expected to run some trade surplus over the long term, in order to finance an
outflow of long term capital that is beneficial for investment and growth in develop-
ing countries.

Despite these limitations, the Jones report, if carefully read, is a highly useful
and frequently perceptive analysis of U.S.-Japan trade relations.

Senator STEVENSON. Thank you, sir.
You say that the CBO report is technically sound. Maybe that is

the explanation for some of its questionable conclusions. One of
those States that is supposed to suffer a net loss of employment is
my own, which I think I know better than CBO does. Illinois is the
largest net exporter of all the States.

I don't think there is anybody who understands Illinois who
doesn't feel strongly that it will be one of the principal beneficia-
ries from approval of this round. That goes for jobs as well as
income.

* U.S. House of Repreentatives, Committee on Ways and Means, Task Force Report on UnitedStatesJapan Trade (Washington, D.C.: U.S. Government Printing Office, Jan. 2, 1979).
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Doesn't the prediction of consequences require some assurance
that neither you nor CBO nor anybody can confidently make? Dr.
Baldwin pointed out that benefits from the nontariff cuts are going
to depend, to some extent, on the enforcement of the nontariff
codes.

But isn't it also true that we can reduce tariff barriers and
nontariff barriers through codes and through their enforcement,
and it will still avail us little, if we are not competitive, if our
economy suffers declining rates of productivity growth and struc-
tural rigidities which prevented adjustments not only to imports
but to marketing opportunities in the world? In this world competi-
tiveness turns on the political process, the political decisions.

One of you mentioned, I think it was you, Dr. Cline, the CBO
comments about the Japanese response to the devaluation of the
dollar against the yen.

Well, the Japanese won't be our only competitor in this world.
Advanced LDC's are coming onstream now and selling steel and
television to the Japanese. They are going to do everything in their
power to overcome the appreciation of their currencies. And more
so as the cost of their imported fuels goes up.

Now, that is more of a statement than a question. But the
bottom line is, aren't these predictions worthless? Won't the results
depend on whether we get geared up now and go out to compete in
an environment that will provide us with opportunities, but with
no assurance that we will take advantage of them?

Dr. BALDWIN. I wouldn't go so far to say they are worthless. They
are estimating efforts that have to be taken in the context in which
they are made. We in the social sciences, and economics in particu-
lar, are trying to make more exact predictions by using simple
models and actual data. We know we are still in a very crude state
of our science.

That doesn't mean that we should stop and wait until our analy-
ses are perfected. We should publish them but also make sure that
a number of alternative studies are available to serve as a check on
the results of any one study.

Moreover, you don't make policy decisions on the basis of such
studies alone. They should serve only as one bit of information
given to a policy maker. He should consult his own experts as well
as knowledgeable people in business and labor about relevant facts
bearing on a particular situation.

But you are right, these studies have been misinterpreted.
Senator STEVENSON. Maybe what he ought to do is do what he

can to gear the country up to compete in an environment that will
give us a greater opportunity, but no assurance that others won't
be thie ones to take advantage of it.

Dr. BALDWIN. Could I make a comment on your point about
competition? There are several levels at which one can address this
subject. One is an immediate short-run level, while another is a
more basic, long-run level involving many years.

Let me focus on the latter. I have done a lot of work to analyze
what the basis is of America's comparative advantage. What are
the characteristics of the industries in which we have an export
advantage? I have confirmed the result that the basis for our
comparative advantage is our ability to undertake rapid technologi-
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cal progress. We see that the industries where we have a high
proportion of personnel involved in research and development work
are the ones in which we have an export advantage.

It is not because we work harder or are any brighter.
People in the underdeveloped countries can work just as hard

and are just as bright as we are. We happen to be fortunate
because we have gotten a jump on the rest of the world in develop-
ing new technology. We have a private enterprise system which
provides incentives to people to develop new technology and we
have a tradition of higher education that produces the personnel
needed to create new and better products.

In the long run, as your committee has said, we must insure that
this potential to come up with new and advanced technology is
maintained. I see it being weakened by a certain lack of incentives
and I favor more efforts by the government to encourag'e research
and development through higher education. Knowledge creation is
the basis for our high standard of living and it is one of our most
precious assets.

Other people, however, can copy our new inventions very quickly
so that we have to keep coming up with new things. We have to
run harder and harder all the time to mai;tAL.ui our advantage.

The second aspect of international competition is that we must
learn to adjust our economy by discarding e-tivities that don't
seem to offer potential for the future. We mu,· ,,ove our resources
into the activities that have the greatest l. -- ntial in terms of
exports. You touched on the point in your statement that a danger
in our country, as well as in many industrial countries, is that
rigidities get built into the system which make it more and more
difficult to shift resources around.

Suppose we are successful in exporting. Increasing export activi-
ties is going to bid up wages, and this is going to make it more and
more difficult for some labor-intensive industries to compete suc-
cessfully. In other words, the pressure will come from our own
export industries as well as from the developing countries. This is
going to create more and more hardship in particular industries
and more and more pressure for protectionism. But protectionism
means that other countries will respond by taking away our export
markets.

So we must begin to think about industrial adjustment policie.3
in a serious way. It is not, I think, a politically popular topic since
someone is likely to be hurt. But I think we must pay more
attention to it. I firmly believe we can devise a policy program so
that minimal human hardship takes place. Yet we can shift re-
sources into the expanding sectors.

Senator STEVENSON. Dr. Cline.
Dr. CLINE. I agree with what Professor Baldwin has said. In

response to your question about the utility of the estimates models
such as the one that we prepared at Brookings and that Professor
Baldwin has prepared and the people at Michigan University have
prepared, I think they do have a utility. I think that they show the
central tendency of what the negotiations will do. I completely
agree with the point that, whether the actual results are above
that central tendency or below that central tendency will depend
on the policies we adopt in this country.
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I do think it is important that virtually all of these studies show
some central patterns for policy purposes. First of all, they show
that the benefits from these negotiations will exceed by far the
economic adjustment costs. In the Brookings study, we found that
the economic benefits were 80 times as large as the labor adjust-
ment costs. Second, these studies show that labor adjustment. that
will be necessary are extremely small.

Now I think that one should not expect the trade negotiations to
radically increase our trade balance or to radically increase our
employment by having a large increase in export jobs and no effect
on import jobs. If there were such a result for the United States,
then the other trading partners wouldn't agree, because their
mirror image would be a severe loss of jobs in Europe or Japan,
and a severe trade balance deterioration, say, for Europe.

The whole point of trade negotiations is that there is essentially
a balanced effect on increased exports and imports for all parties.
By carrying out that balanced agreement, all partiet can experi-
ence the economic benefits of lower prices to consumers, stimulus
to investment, and so forth.

So that I am not sure one should consider as a goal a massive
increase in the U.S. export surplus, let's say, or in U.S. job gains
relative to job adjustments on imports. One has to expect that the
negotiations will be balanced in that regard.

With regard to competitiveness, I think that we have gone
through a period in the last few years where there are very severe
macroeconomic forces that are eroding our competitiveness. We
have had high inflation in this country in the last year or two
relative to Japan and Germany. We have had rapid growth at
home, while there has been slow growth abroad. This has made it
easy to sell to the domestic market and hard to sell to to the
foreign market. So that has eroded our export performance. We
have had a decline in productivity growth in this country. In fact,
in 1978, real GNP per employed worker actually fell. Productivity
is, in large part, a puzzle, still. But I think part of the answer is
the need for incentives to invest.

In short, it seems to me that there are a lot of U.S. macro-
economic factors that affect our foreign competiveness and that we
cannot look strictly to trade negotiations and things such as beat-
ing the Japanese over the head as the solution to our competitive-
ness problem. Instead, to some extent, we must get our own house
in order before we can be competitive.

I think one area that does warrant reexamination is export
credit. The amount of export credit we are giving through Export-
Import Bank is low relative to our export base, in comparison to
other countries. We have made some progress in this area because
we have apparently convinced the other countries to agree on an
interest floor to their loans which is more injurous tr. them than it
is to us. In other words, with a 7-percent floor on interest rates, we
have high enough inflation in the United States that 7 percent is
an attractive rate, while 7 percent is not an attractive rate for
borrowing in marks or yen. So we are making some progress in
that area, but I think this is an area worth looking at again in
evaluating U.S. competitiveness.
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Senator STEVENSON. We will be examining the adequacy of the
authority -or our credit facilities, including CCC.

I am hopeful that those authorities cannot only be made ade-
quate, especially with a view now to export opportunities in non-
market countries that didn't exist at the time we established these
authorities, but that, made more adequate, they will make it easier
for us to negotiate more forceful agreements to restrict export
subsidies.

That is one of our objectives. It is not, certainly, to engage in an
export credit war, but to put in place agreements with respect to
credits that are observed.

Dr. Baldwin, you referred to R. & D. I have another hat, which is
as chairman of the Subcommittee on Science, Technology, and
Space, where we take the lead on this subject, including the capac-
ity for industrial innovation. I agree with what you say, the criti-
cality of the capacity for technology and basic research.

We also are very concerned by evidence our relative capacity is
eroding. That evidence now includes some very objective studies by
economists who have attempted to quantify the technological
inputs of various economies and have concluded that, in Japan and
other countries, including Germany, research is contributing more
to the development of new products than it is the United States,
where our investment in R. & D. is increasingly oriented to process
improvements, as opposed to long-term product level. We will be
trying to devise ways of recovering our once preeminent capacity
for industrial innovation.

You also mentioned adjustment. Do you think that-I address
this to both of you-this trade agreement should be accompanied
by new proposals to facilitate trade adjustments, including labor
adjustments? Is anything more needed? We have never been very
effective in this business, it seems to me. I asked the administra-
tion witnesses yesterday if they had anything to suggest. They had
nothing to suggest. Do you?

Dr. BALDWIN. I would make the sug ;estion that we use this as an
opportunity to really revamp our whole approach to adjustment
systems. However, I am not very hopeful that politically we are
ready for the kind of adjustments that I think eventually must
come.

I think that more of the same of what we have, such as extend-
ing unemployment benefits, doesn't do too much good. It is not
going to solve the problem, although it eases it. But it's not adjust-
ment, it's compensation for the period when you are looking for
another job. I sympathize fully when it comes to what the labor
people say about the present approach.

What I have in mind is programs of structural change that may
take, 10 or 15 years, and where some sectors may have to decline
in relative or perhaps even in absolute terms. Hcwever, we would
have plans by which those who are already employed in these
sectors could stay on if they wished. They would also be offered
some sort of compensation package or early retirement, if they
wished to leave the industry. At the same time young people would
be discouraged from entering these industries.

These are the people who can best affor4 adjustment, who can
move to other areas, who can get new training and can go into
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industries that are expanding. Various tax incentives or subsidies
would be used to gradually decrease the relative or absolute sizes
of these industries. We haven't really accepted the notion that an
industry may have to decline. If we look o;ver the trade legislation,
it's only in the Trade Act of 1962 that for the first time there is a
hint that maybe adjustments should take place. But the kind of
adjustment program implemented was mainly one of providing
unemployment insurance while the person looked for another job.
No real attempt to shift resources out of an industry and provide
alternative employment was made under the program. If every
time we are under import pressure, we just put on more quotas and
restrict imports, we will find as the developing countries get more
and more power that they are not going to keep open their mar-
kets for capital goods nor raw material supplies unless we open up
your markets to them.

Political power will probably be the decisive factor, but we
should begin to plan for what kinds of adjustment schemes might
be politically acceptable in this country.

Senator STEVENSON. Dr. Cline, do you want to add anything?
Dr. CLINE. I think also that, in a sense, the key to this question is

politics. I am struck that in a number of industries we seem to be
politically compelled to establish regimes of quotas and almost
controlled trade, parceling out the world market. The textile area
is the chief example. One wonders whether we are going this
direction in steel and other products. I think it would be a high-
return investment to have sufficient adjustment assistance in order
to calm the political concerns of the pteople in these industries and
their elected representatives, to guarantee that they are not going
to be saczificed and bear the sole burden nf adjustment for the
country. That being said, I d:, tihink that the numbers suggest that
we have already made quite art improvement in the adjustment
assistance program, and it's not clear on purely economic grounds
how much more beefed up a nrogram we would really need.

My understanding is that the adjustment assistance program is
running somewhere in tne order of $200 to $300 million annually.

And the kinds of tfgur, that come out of the studies we are
referring to here today suggest thai, at least from the trade negoti-
ations, the numbers of jobs that would be involved from losses to
imports, could easily be funded by the existing level of adjustment
assistance, and perhaps the entire 8 years' phasing-in program
could be covered by maybe only 1 or 2 years' worth of that kind of
funding, simply at the numbers of jobs involved and estimated
costs of labor adjustment for workers.

So I am not convinced on economic grounds we have a seriously
lacking adjustment assistance program. I do think on political
grounds we are heading in the direction' where we are turning
away from the traditional open trading system that has helped this
country have a more vital economy than the economies of many
other countries in the world. If it is necessary to provide even more
compensati(., to those industries which must adjust in an open
trading sys .rn, I think it would be a wise investmeant.

So, in summary, I do agree with you that it is a good time to
review the adequacy of the adjustment assistance programs.
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Senator STEVENSON. What form does our adjustment assistance
for workers take now? Does it help in retraining, relocation?

Dr. BALDWIN. They become eligible for the various retraining
programs that are in existence once they are accredited as eligible
for adjustment assistance.

There are even migration allowances that you can have. Of
course, the main aspect of the program is that unemployment
insurance is extended for a longer period of time than usual.

Senator STEVENSON. Yes. Does it help match the individual with
job opportunities throughout the country beyond training? Identify-
ing employment opportunities for him?

Dr. BALDWIN. There is no specific part of the program dealing
with that as far as I know. The Department of Labor does, howev-
er, have employment offices, that try to do this for all unemployed
workers.

My understanding is that the import adjustment program just
fitted in with the regular program dealing with all unemployed
workers.

As far us I kno a, nobody is studying what industries might have
to decline in the future. Nor is anyone studying what industries
might expand and how can we match jobs in the contracting and
expanding industries by training people and moving them to new
industries.

Senator STEVENSON. Yes. That is closer to what we are working
on in the aree of industrial innovation.

Dr. Baldwin, you mentioned the importance of enforcement of
the codes. Do you have any observations to offer us about the
adequecy of the procedures for enforcement.

Dr. BALDWIN. Let me first summarize a little what they are.
Each code will have its own committee of signatories that will be
involved in the settling of disputes that arise under the code.

Presently if a dispute arises under the GATT, a country can,
through article 23, ask for a panel to investigate the matter and
render a nonbinding decision.

This mechanism is going to be used in each of the varous codes.
The panel will be composed usually of three to five individuals.

They will investigate the matter. Moreover, during their investiga-
tions, they will be consulting with the disputants and be perform-
ing a mediation function at the same time.

Then they will present the facts as to whether the code has been
violated and, on occasion, will make a recommendation to the
committee as to how the case should be settled.

This report then goes to the committee signatories who then take
any action they wish. They can make recommendations and even
authorize retaliations. The panel is, however, not binding, it's advi-
sory.

After the panel makes a decision, yell have the pressure of public
opinion operating to secure compliance with the decision. We have
found in the past that the panel system has worked very well and
countries usually have complied with the decisions.

One of the difficulties with the panels in the past is that the
members of these panels have usually been government officials.

Often they have been officials right there in Geneva working in
the GATT. A delegate from one country who is serving on a panel
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may have to deal the next day with some other matter with dele-
gates from the country he is judging.

If he makes a decision that irritates that particular country, he
endangers his own country's economic interests in some other
matter.

So some of us have been urging that panel members be individ-
uals who aren't necessarily government people. Maybe they could
be ex-government people. However, they must be knowledgeable
about GAIT matters and understand the fragility of the organiza-
tion.

Although the codes now state that both government and nongov-
ernment people can be panel members, one of the main codes does
say that preference will be given to government individuals. I
would like to see that loosened up a bit.

Another aspect of the existing dispute settlement mechanism
that some of the smaller countries have complained about is that
the big countries have exerted unfair pressures on delegates who
are panel members to come out with a favorable decision on their
side.

Some of the small developing countries and small industrial
countries complain about the brute strength of some of the big
countries, countries like the United States and members of the
European Community.

So they want to have a system that they feel is more impartial
and unbiased. The way it is now set up provides this potential. If
we play it straight and get impartial, fair-minded people involved
so that they gain the respect of other countries, and all countries
begin to see that the decisions aren't going to destroy their econo-
mies but are based on good sense, then we can make the codes
work for the good of all.

It's not automatic, however. It requires hard work, and pressure
by the Congress on the Administration to get good people in the
trade field.

Senator STEVENSON. Do you agree about potential?
Dr. CLINE. Yes, I agree with that.
Senator STEVENSON. That is what it boils down to.
Thank you, gentlemen. That is very helpful. We appreciate your

testimony.
The committee is adjourned.
[Whereupon, at 11 a.m., the committee was adjourned.]
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